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ECONOM C GROAMH AND TAX RELI EF RECONCI LI ATI ON ACT OF 2001
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Public Law 107-16
107t h Congress

An Act

To provide for reconciliation pursuant to section 104 of the concurrent
resolution on the budget for fiscal year 2002. <<NOTE: June 7,
2001 - [H R 1836]>>

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assenbl ed, <<NOTE: Econonmic G owh
and Tax Relief Reconciliation Act of 2001.>>

SECTI ON 1. SHORT TI TLE; REFERENCES; TABLE OF CONTENTS.

(a) <<NOTE: 26 USC 1 note.>> Short Title.--This Act may be cited as
the " " Economic Gowth and Tax Relief Reconciliation Act of 2001''

(b) Anmendnent of 1986 Code.--Except as otherw se expressly provided,
whenever in this Act an anendnent or repeal is expressed in ternms of an
amendment to, or repeal of, a section or other provision, the reference
shal |l be considered to be nade to a section or other provision of the
I nternal Revenue Code of 1986.

(c) Table of Contents.--The table of contents of this Act is as
fol |l ows:

Sec. 1. Short title; references; table of contents.
TI TLE | --1NDI VI DUAL | NCOVE TAX RATE REDUCTI ONS

Sec. 101. Reduction in incone tax rates for individuals.
Sec. 102. Repeal of phaseout of personal exenptions.
Sec. 103. Phaseout of overall limtation on item zed deducti ons.

TITLE I'1--TAX BENEFI TS RELATI NG TO CHI LDREN

Sec. 201. Modifications to child tax credit.

Sec. 202. Expansion of adoption credit and adopti on assi stance prograns.

Sec. 203. Refunds disregarded in the administration of Federal prograns
and federally assisted prograns.

Sec. 204. Dependent care credit.

Sec. 205. Allowance of credit for enployer expenses for child care
assi st ance.

TITLE I'lI-- MARRI AGE PENALTY RELI EF

Sec. 301. Elimnation of marriage penalty in standard deduction

Sec. 302. Phaseout of marriage penalty in 15-percent bracket.

Sec. 303. Marriage penalty relief for earned income credit; earned
income to include only ambunts includible in gross inconge;
sinmplification of earned incone credit.

TI TLE | V- - AFFORDABLE EDUCATI ON PROVI SI ONS



Subtitle A--Education Savings Incentives

Sec. 401. Modifications to education individual retirement accounts.
Sec. 402. Modifications to qualified tuition prograns.

Subtitle B--Educational Assistance

Sec. 411. Extension of exclusion for enployer-provided educati ona
assi st ance.

Sec. 412. Elinmnation of 60-nonth Iinmt and increase in incone
[imtation on
student | oan interest deduction

Sec. 413. Exclusion of certain anpbunts received under the Nationa
Heal t h Service Corps Schol arship Program and the F. Edward
Hebert Arnmed Forces Health Professions Schol arship and
Fi nanci al Assi stance Program
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School Construction

Sec. 421. Additional increase in arbitrage rebate exception for
government al bonds used to finance educational facilities.
Sec. 422. Treatnment of qualified public educational facility bonds as
exenpt facility bonds.
Subtitle D--CQ her Provisions
Sec. 431. Deduction for higher education expenses.
TI TLE V- - ESTATE, G FT, AND GENERATI ON- SKI PPI NG TRANSFER TAX PROVI SI ONS
Subtitle A--Repeal of Estate and Generation-Ski pping Transfer Taxes
Sec. 501. Repeal of estate and generation-skipping transfer taxes.
Subtitle B--Reductions of Estate and G ft Tax Rates
Sec. 511. Additional reductions of estate and gift tax rates.

Subtitle C--lIncrease in Exenption Amounts

Sec. 521. Increase in exenption equivalent of unified credit, lifetine
gi fts exenption, and GST exenpti on ampunts.

Subtitle D--Credit for State Death Taxes
Sec. 531. Reduction of credit for State death taxes.
Sec. 532. Credit for State death taxes replaced with deduction for such

t axes.

Subtitle E--Carryover Basis at Death; Other Changes Taking Effect Wth
Repea

Sec. 541. Termination of step-up in basis at death.
Sec. 542. Treatment of property acquired froma decedent dying after
Decenber 31, 20009.

Subtitle F--Conservation Easenents

Sec. 551. Expansion of estate tax rule for conservati on easenents.
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TITLE I--1NDI VI DUAL | NCOVE TAX RATE REDUCTI ONS
SEC. 101. REDUCTION I N | NCOVE TAX RATES FOR | NDI VI DUALS.

(a) In General.--Section 1 <<NOTE: 26 USC 1.>> (relating to tax
i nposed) is anended by adding at the end the foll owi ng new subsection

"7(i) Rate Reductions After 2000.--
"7 (1) 10-percent rate bracket.--
"“(A) In general.--1n the case of taxable years
begi nni ng after Decenmber 31, 2000--

“T (i) the rate of tax under subsections (a),
(b), (c), and (d) on taxable inconme not over the
initial bracket anpunt shall be 10 percent, and

“(ii) the 15 percent rate of tax shall apply
only to taxable incone over the initial bracket
amount but not over the maxi num dol | ar amount for
the 15-percent rate bracket.

“7(B) Initial bracket amount.--For purposes of this
par agraph, the initial bracket anmount is--

(i) $14,000 ($12,000 in the case of taxable
years begi nning before January 1, 2008) in the
case of subsection (a),

"T(ii) $10,000 in the case of subsection (b),
and

TT(iii) \1/2\ the anount applicabl e under
clause (i) (after adjustnment, if any, under
subparagraph (C)) in the case of subsections (c)

and (d).
"(C) <<NOTE: Applicability.>> Inflation
adjustment.--1n prescribing the tables under subsection

(f ) which apply with respect to taxable years begi nning
in cal endar years after 2000--
(i) the Secretary shall meke no adj ust ment
to the initial bracket amount for any taxable year
begi nni ng before January 1, 2009,
“T(ii) the cost-of-living adjustment used in
maki ng adj ustnents to the initial bracket anmpunt
for any taxable year beginning after Decenber 31,
2008, shall be determ ned under subsection (f )(3)
by substituting 2007 for "1992' in subparagraph
(B) thereof, and
"T(iii1) such adjustnent shall not apply to the
amount referred to in subparagraph (B)(iii).
I f any amount after adjustment under the preceding
sentence is not a nmultiple of $50, such amount shall be
rounded to the next |owest nultiple of $50.
" (D) Coordination with acceleration of 10 percent
rate bracket benefit for 2001.--This paragraph shall not



apply to any taxable year to which section 6428 applies.
""(2) Reductions in rates after june 30, 2001l.--1n the case
of taxable years beginning in a cal endar year after 2000, the
correspondi ng percentage specified for such cal endar year in the
follow ng table shall be substituted for the otherw se
applicable tax rate in the tables under subsections (a), (b),
(c), (d), and (e).
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The correspondi ng percent ages

““In the case of shal |l be substituted for the
taxabl e years fol |l owi ng percentages:
beginning during  -------mmm e
cal endar year: 28% 31% 36% 39. 6%
2001. ... . 27.5% 30.5% 35.5% 39. 1%
2002 and 2003......... 27. 0% 30. 0% 35. 0% 38.6%
2004 and 2005......... 26. 0% 29. 0% 34. 0% 37.6%
2006 and thereafter 25. 0% 28. 0% 33. 0% 35. 0%

"7 (3) Adjustnment of tables.--The Secretary shall adjust the
tabl es prescri bed under subsection (f ) to carry out this
subsection.'".

(b) Acceleration of 10 Percent Rate Bracket Benefit for 2001.--
(1) I'n general.--Subchapter B of chapter 65 (relating to
abatenents, credits, and refunds) is anended by adding at the
end the follow ng new section:

T SEC. 6428. ACCELERATI ON OF 10 PERCENT | NCOVE TAX RATE BRACKET BENEFI T
FOR 2001.

““(a) In General.--In the case of an eligible individual, there
shall be allowed as a credit against the tax inposed by chapter 1 for
the taxpayer's first taxable year beginning in 2001 an anount equal to 5
percent of so nmuch of the taxpayer's taxable incone as does not exceed
the initial bracket amount (as defined in section 1(i)(1)(B)).

" (b) Limtation Based on Ampbunt of Tax.--The credit allowed by
subsection (a) shall not exceed the excess (if any) of--

"7 (1) the sumof the regular tax liability (as defined in
section 26(b)) plus the tax inmposed by section 55, over

"7(2) the sumof the credits allowable under part |V of
subchapter A of chapter 1 (other than the credits all owable
under subpart C thereof, relating to refundable credits).

““(c) Eligible Individual.--For purposes of this section, the term
“eligible individual' neans any individual other than--
"7 (1) any estate or trust,
"7 (2) any nonresident alien individual, and
"7 (3) any individual with respect to whom a deducti on under
section 151 is allowable to another taxpayer for a taxable year
begi nning in the cal endar year in which the individual's taxable

year begins.

"7 (d) Special Rules.--
"7 (1) Coordination with advance refunds of credit.--
""(A) In general.--The anpunt of credit which would

(but for this paragraph) be allowable under this section



shall be reduced (but not bel ow zero) by the aggregate
refunds and credits made or allowed to the taxpayer
under subsection (e). Any failure to so reduce the
credit shall be treated as arising out of a mathematica
or clerical error and assessed according to section
6213(b) (1) .

"7 (B) Joint returns.--In the case of a refund or
credit nade or all owed under subsection (e) with respect
to a joint return, half of such refund or credit shal
be treated as having been made or allowed to each
i ndi vidual filing such return.

"7(2) Coordination with estimted tax.--The credit under
this section shall be treated for purposes of section 6654(f )
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in the sane manner as a credit under subpart A of part IV of
subchapter A of chapter 1.

" (e) Advance Refunds of Credit Based on Prior Year Data.--

"7(1) In general.--Each individual who was an eligible
i ndi vidual for such individual's first taxable year beginning in
2000 shall be treated as havi ng made a paynment agai nst the tax
i nposed by chapter 1 for such first taxable year in an anmount
equal to the advance refund amount for such taxable year

"7 (2) Advance refund anount.--For purposes of paragraph (1),
t he advance refund amount is the anmount that woul d have been
allowed as a credit under this section for such first taxable
year if this section (other than subsection (d) and this
subsection) had applied to such taxable year

"7(3) Timng of paynents.--1n the case of any overpaynent
attributable to this subsection, the Secretary shall, subject to
the provisions of this title, refund or credit such overpaynent
as rapidly as possible and, to the extent practicable, before
Oct ober 1, 2001. No refund or credit shall be nade or all owed
under this subsection after December 31, 2001

""(4) No interest.--No interest shall be allowed on any
overpaynent attributable to this subsection.'"'.

(2) Clerical amendnent.--The table of sections for
subchapter B of chapter 65 is anended by adding at the end the
follow ng new item

T Sec. 6428. Acceleration of 10 percent incone tax rate
bracket benefit for 2001.'".

(c) Conform ng Arendnents. - -

(1) Subparagraph (B) of section 1(g)(7) <<NOTE: 26 USC 1.>>
is amended by striking ~ 15 percent'' in clause (ii)(ll) and
inserting " 10 percent.'".

(2) Section 1(h) is anended--

(A) by striking "~ 28 percent'' both places it
appears in paragraphs (1) (A (ii)(l) and (1)(B)(i) and
inserting ~ 25 percent'', and

(B) by striking paragraph (13).

(3) Section 15 is anended by adding at the end the follow ng
new subsecti on:

"7(f ) Rate Reductions Enacted by Economic Growth and Tax Relief
Reconciliation Act of 2001.--This section shall not apply to any change
in rates under subsection (i) of section 1 (relating to rate reductions
after 2000).'".

(4) Section 531 is amended by striking ~“equal to'' and al
that follows and inserting " “equal to the product of the highest
rate of tax under section 1(c) and the accumul ated taxable



i ncome.'".

(5) Section 541 is anended by striking "“equal to'' and al
that follows and inserting ~“equal to the product of the highest
rate of tax under section 1(c) and the undistributed persona
hol di ng company i ncone."'"'.

(6) Section 3402(p)(1)(B) is anmended by striking ~ 7, 15,
28, or 31 percent'' and inserting "7 percent, any percentage
applicable to any of the 3 |lowest income brackets in the table
under section 1(c),"'"'.

(7) Section 3402(p)(2) is amended by striking ~"15 percent'
and inserting ~ 10 percent''
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(d)

(8) Section 3402(q) (1) <<NOTE: 26 USC 3402.>> is anmended by
striking ““equal to 28 percent of such paynment'' and inserting
““equal to the product of the third | owest rate of tax
appl i cabl e under section 1(c) and such paynment'"'.

(9) Section 3402(r)(3) is amended by striking ~ 31 percent'
and inserting ~"the fourth |owest rate of tax applicable under
section 1(c)'"'.

(10) Section 3406(a)(1l) is anended by striking "~ “equal to 31
percent of such paynent'' and inserting ~“equal to the product
of the fourth |owest rate of tax applicable under section 1(c)
and such payment''.

(11) Section 13273 of the Revenue Reconciliation Act of 1993
is amended by striking "~ 28 percent'' and inserting ~“the third
| onest rate of tax applicable under section 1(c) of the Interna
Revenue Code of 1986''

<<NOTE: 26 USC 1 note.>> Effective Dates.--

(1) In general.--Except as provided in paragraph (2), the
amendnents nmade by this section shall apply to taxable years
begi nni ng after Decenmber 31, 2000.

(2) Anmendnents to withhol ding provisions.--The anendnents
made by paragraphs (6), (7), (8), (9), (10), and (11) of
subsection (c) shall apply to amounts paid after the 60th day
after the date of the enactment of this Act. References to
i ncome brackets and rates of tax in such paragraphs shall be
applied w thout regard to section 1(i)(1)(D) of the Interna
Revenue Code of 1986.

SEC. 102. REPEAL OF PHASEOUT OF PERSONAL EXEMPTI ONS.

(a)

In General .--Paragraph (3) of section 151(d) (relating to

exenption anount) is anended by adding at the end the foll ow ng new
subpar agr aphs:

"(E) Reduction of phaseout. --

“T(i) In general.--1n the case of taxable
years begi nning after Decenber 31, 2005, and
before January 1, 2010, the reduction under
subpar agraph (A) shall be equal to the applicable
fraction of the amount which would (but for this
subpar agraph) be the anobunt of such reduction.

T (ii) Applicable fraction.--For purposes of
clause (i), the applicable fraction shall be
determ ned in accordance with the follow ng table:

" For taxable years beginning The applicabl e
i n cal endar year-- fraction is--
2006 and 2007. .. ... .. \ 2/ 3\

2008 and 2009........ ... .. \ 1/ 3\.



""(F) Term nation.--This paragraph shall not apply
to any taxabl e year beginning after Decenber 31
2009.'".

(b) <<NOTE: Applicability. 26 USC 151 note.>> Effective Date.--The
amendnment made by this section shall apply to taxable years begi nning
after Decenber 31, 2005.

SEC. 103. PHASEQUT OF OVERALL LI M TATI ON ON | TEM ZED DEDUCTI ONS

(a) I'n General.--Section 68 is anended by adding at the end the
foll owi ng new subsections:
“T(f ) Phaseout of Limtation.--
(1) In general.--1n the case of taxable years beginning
after Decenber 31, 2005, and before January 1, 2010, the
reducti on under subsection (a) shall be equal to the applicable
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fraction of the amount which would (but for this subsection) be
t he amount of such reduction

"7(2) Applicable fraction.--For purposes of paragraph (1),
the applicable fraction shall be deternined in accordance with
the follow ng table:

" For taxable years begi nning The applicabl e

i n cal endar year-- fraction is--
2006 and 2007. . .... ...t \ 2/ 3\
2008 and 2009. . ...... .. \1/3\.

"7(g) Termination.--This section shall not apply to any taxable year
begi nning after Decenber 31, 2009.'".

(b) <<NOTE: Applicability. 26 USC 68 note.>> Effective Date.--The
amendnent made by this section shall apply to taxable years begi nning
after Decenmber 31, 2005.

TITLE Il --TAX BENEFI TS RELATI NG TO CHI LDREN
SEC. 201. MODI FI CATIONS TO CHI LD TAX CREDI T.

(a) Increase in Per Child Amount.--Subsection (a) of section 24
(relating to child tax credit) <<NOTE: 26 USC 24.>> is anended to read
as follows:

““(a) Allowance of Credit.--
"7 (1) I'n general.--There shall be allowed as a credit
agai nst the tax inmposed by this chapter for the taxable year
with respect to each qualifying child of the taxpayer an ampunt
equal to the per child anount.
"7 (2) Per child amount.--For purposes of paragraph (1), the
per child anount shall be determ ned as foll ows:

““In the case of any taxab The per child amount is--

begi nning in--
2001, 2002, 2003, or 2004 $ 600
2005, 2006, 2007, or 2008 700
2009 800
2010 or thereafter 1, 000."".

(b) Credit Al owed Agai nst Alternative M ninum Tax. - -

(1) In general.--Subsection (b) of section 24 (relating to
child tax credit) is anended by adding at the end the follow ng
new par agr aph:

"7(3) Limtation based on ampbunt of tax.--The credit all owed



under subsection (a) for any taxable year shall not exceed the
excess of --

(2)
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" (A) the sumof the regular tax liability (as
defined in section 26(b)) plus the tax inposed by
section 55, over

"7 (B) the sumof the credits allowabl e under this
subpart (other than this section) and section 27 for the
taxabl e year.'".

Conf orm ng amendnents. - -

(A) The heading for section 24(b) is anended to read
as follows: "“Limtations.--"".

(B) The heading for section 24(b)(1) is amended to
read as follows: ““Linmtation based on adjusted gross
i ncome.--"".

(C) Section 24(d), as anmended by subsection (c), is
amended- -

(i) by striking “~“section 26(a)'' each place
it appears and inserting "~ subsection (b)(3)"'
and

46] ]

(ii) in paragraph (1)(B) by striking
“Taggregate anount of credits allowed by this
subpart'' and inserting " ~anpunt of credit all owed
by this section''.

(D) Paragraph (1) of section 26(a) <<NOTE: 26 USC
26.>> is anmended by inserting " (other than section
24)'' after "~ “this subpart'’

(E) Subsection (c) of section 23 is amended by
striking ~“and section 1400C "' and inserting "~ and
sections 24 and 1400C '.

(F) Subparagraph (C) of section 25(e)(1) is anmended
by inserting ~°, 24,'' after "“sections 23"’

(G Section 904(h) is anended by inserting "~ (other
than section 24)'' after "~ “chapter''.

(H) Subsection (d) of section 1400C i s anended by
inserting ~“and section 24'' after ““this section''

(c) Refundable Child Credit.--

(1)

In general.--So much of section 24(d) (relating to

additional credit for families with 3 or nore children) as
precedes paragraph (2) is amended to read as foll ows:

"7 (d) Portion of Credit Refundable.--
"7 (1) In general.--The aggregate credits allowed to a

t axpayer

under subpart C shall be increased by the |esser of--
" (A) the credit which would be allowed under this
section without regard to this subsection and the
limtation under section 26(a), or
"7 (B) the ampunt by which the ambunt of credit
allowed by this section (determ ned without regard to
this subsection) would increase if the linmtation
i mposed by section 26(a) were increased by the greater
of - -
(i) 15 percent (10 percent in the case of
t axabl e years begi nning before January 1, 2005) of
so much of the taxpayer's earned incone (wthin
t he meani ng of section 32) which is taken into
account in conputing taxable income for the
t axabl e year as exceeds $10, 000, or
“T(ii) in the case of a taxpayer with 3 or
nore qualifying children, the excess (if any) of--



T (lI) the taxpayer's social security
taxes for the taxable year, over
“T(1l) the credit allowed under
section 32 for the taxable year
The amount of the credit allowed under this subsection shall not
be treated as a credit all owed under this subpart and shal
reduce the amount of credit otherw se all owabl e under subsection
(a) without regard to section 26(a)."'".

(2) Inflation adjustment.--Subsection (d) of section 24 is
anended by adding at the end the foll owi ng new paragraph:

""(4) Inflation adjustnment.--1n the case of any taxable year
begi nning in a cal endar year after 2001, the $10, 000 anpunt
cont ai ned in paragraph (1)(B) shall be increased by an anmount
equal to--

" (A) such dollar amount, nultiplied by
" (B) the cost-of-living adjustment determ ned under
section 1(f )(3) for the cal endar year in which the
t axabl e year begins, determ ned by substituting
“cal endar year 2000' for "cal endar year 1992' in
subpar agraph (B) thereof.
Any increase determ ned under the preceding sentence shall be
rounded to the nearest nultiple of $50.'".
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(d)

(3) Conform ng anmendnent.--Section 32 <<NOTE: 26 USC 32.>>
i s amended by striking subsection (n).

El i m nati on of Reduction of Credit to Taxpayer Subject to

Al ternative M nimum Tax Provision.--Section 24(d) is anended- -

(e)

(1) by striking paragraph (2), and
(2) by redesignating paragraphs (3) and (4) as paragraphs
(2) and (3), respectively.

Ef fective Dates.-- <<NOTE: Applicability. 26 USC 24 note.>>
(1) I'n general.--Except as provided in paragraph (2), the
anmendnents nmade by this section shall apply to taxable years
begi nni ng after Decenmber 31, 2000.
(2) Subsection (b).--The anendnents nade by subsection (b)
shall apply to taxable years begi nning after Decenmber 31, 2001

SEC. 202. EXPANS|I ON OF ADOPTI ON CREDI T AND ADOPTI ON ASSI STANCE PROGRAMS.

(a)

In General.--
(1) Adoption credit.--Section 23(a)(1) (relating to
al l omance of credit) is anmended to read as fol |l ows:
""(1) In general.--In the case of an individual, there shal
be allowed as a credit against the tax inposed by this chapter--
""(A) in the case of an adoption of a child other
than a child with special needs, the anount of the
qual i fied adopti on expenses paid or incurred by the
t axpayer, and
""(B) in the case of an adoption of a child with
speci al needs, $10,000.'".
(2) Adoption assistance prograns.--Section 137(a) (relating
to adoption assistance prograns) is anended to read as foll ows:

““(a) In General.--Gross income of an enpl oyee does not include
ampbunts paid or expenses incurred by the enployer for adopti on expenses
in connection with the adoption of a child by an enployee if such
anounts are furni shed pursuant to an adopti on assistance program The
amount of the exclusion shall be--

"7(1) in the case of an adoption of a child other than a



child with special needs, the ambunt of the qualified adoption
expenses paid or incurred by the taxpayer, and

"7(2) in the case of an adoption of a child with specia
needs, $10, 000.'".

(b) Dollar Limtations.--
(1) Dollar amount of allowed expenses. --
(A) Adoption expenses.--Section 23(b)(1) (relating
to all owance of credit) is anmended--
(i) by striking " $5,000'" and inserting

* 7 $10, 000",
(ii) by striking ~ (%$6,000, in the case of a
child with special needs)'', and

(iii) by striking "~ subsection (a)'' and
inserting " ~subsection (a)(1) (A"’

(B) Adoption assistance prograns.--Section 137(b) (1)
(relating to dollar limtations for adoption assistance
progranms) i s amended- -

(i) by striking ~ $5,000'" and inserting
' $10,000'"', and

(ii) by striking ~ (%$6,000, in the case of a
child with special needs)'', and
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(iii) by striking "~ subsection (a)'' and
inserting "~ subsection (a)(1)"''
(2) Phase-out limtation.--

(A) Adoption expenses.--Clause (i) of section
23(b)(2)(A) (relating to inconme limtation) <<NOTE: 26
USC 23.>> is anended by striking ~~$75,000'" and
inserting "~ $150,000""'

(B) Adoption assistance prograns. --Section
137(b) (2)(A) (relating to incone limtation) is anmended
by striking " $75,000'' and inserting "~ $150,000""'

(c) Year Credit Allowed.--Section 23(a)(2) (relating to year credit
al lowed) is amended by adding at the end the followi ng new flush
sentence:

““In the case of the adoption of a child with special needs, the
credit allowed under paragraph (1) shall be allowed for the
taxabl e year in which the adoption becones final.'".

(d) Repeal of Term nations.--

(1) Children without special needs.--Paragraph (2) of
section 23(d) (relating to definition of eligible child) is
amended to read as foll ows:

""(2) Eligible child.--The term “eligible child nmeans any
i ndi vi dual who- -

" (A) has not attained age 18, or
" (B) is physically or nentally incapable of caring
for hinself.'".

(2) Adoption assistance prograns.--Section 137 (relating to
adopti on assi stance prograns) is anended by striking subsection

(f ).

(e) Adjustment of Dollar and Income Linmitations for Inflation.--
(1) Adoption credit.--Section 23 (relating to adoption
expenses) is anended by redesignating subsection (h) as
subsection (i) and by inserting after subsection (g) the
foll owi ng new subsecti on:

"7 (h) Adjustnments for Inflation.--1n the case of a taxable year



begi nni ng after Decenber 31, 2002, each of the dollar anpunts in
subsection (a)(1)(B) and paragraphs (1) and (2)(A)(i) of subsection (b)
shall be increased by an amount equal to--
"7(1) such dollar anount, nmultiplied by
"7(2) the cost-of-living adjustnent determ ned under section
1(f )(3) for the cal endar year in which the taxable year begins,
determ ned by substituting "“cal endar year 2001' for "cal endar
year 1992' in subparagraph (B) thereof.'".
(2) Adoption assistance prograns.--Section 137 (relating to
adopti on assi stance prograns), as anended by subsection (d), is
anended by adding at the end the foll owi ng new subsection

“T(f ) Adjustnments for Inflation.--In the case of a taxable year
begi nning after Decenber 31, 2002, each of the dollar anpunts in
subsection (a)(2) and paragraphs (1) and (2)(A) of subsection (b) shal
be increased by an ampunt equal to--
"7 (1) such dollar amount, nultiplied by
"7 (2) the cost-of-1iving adjustment determ ned under section
1(f )(3) for the calendar year in which the taxable year begins,
det erm ned by substituting "“cal endar year 2001' for " cal endar
year 1992' in subparagraph (B) thereof.'".

(f ) Credit Allowed Against Alternative M ninmm Tax. --
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(1) In general.--Subsection (b) of section 23 <<NOTE: 26 USC
23.>> is anended by adding at the end the foll owi ng new
par agr aph:

"7(4) Limtation based on anpbunt of tax.--The credit all owed
under subsection (a) for any taxable year shall not exceed the
excess of --

""(A) the sumof the regular tax liability (as
defined in section 26(b)) plus the tax inposed by
section 55, over

"7 (B) the sumof the credits all owabl e under this
subpart (other than this section) and section 27 for the
t axabl e year.'".

(2) Conform ng amendnents. --

(A) Section 23(c), as anmended by section 201(b), is
amended- -

(i) by striking “~“section 26(a)'' and
inserting "~ subsection (b)(4)'', and

(ii) by striking "~“reduced by the sum of the
credits allowabl e under this subpart (other than
this section and sections 24 and 1400C)'".

(B) Section 24(b)(3)(B), as added by section 201(b),
is amended by striking ~“this section'' and inserting
““this section and section 23"

(C) Sections 26(a)(1), 904(h), and 1400C(d), as
amended by section 201(b), are each anended by striking
““section 24'' and inserting "~ sections 23 and 24"’

(g) Effective Date.-- <<NOTE: Applicability. 26 USC 23 note.>>
(1) I'n general.--Except as provided in paragraph (2), the
anmendnents nmade by this section shall apply to taxable years
begi nning after Decenber 31, 2001
(2) Subsection (a).--The anendnments made by subsection (a)
shall apply to taxable years begi nning after Decenmber 31, 2002.

SEC. 203. <<NOTE: 26 USC 24 note.>> REFUNDS DI SREGARDED | N THE
ADM NI STRATI ON OF FEDERAL PROGRAMS AND FEDERALLY ASSI| STED
PROGRAMS.



Any payment considered to have been made to any individual by reason
of section 24 of the Internal Revenue Code of 1986, as anended by
section 201, shall not be taken into account as inconme and shall not be
taken into account as resources for the nmonth of receipt and the
follow ng nmonth, for purposes of deternmining the eligibility of such
i ndi vi dual or any other individual for benefits or assistance, or the
anount or extent of benefits or assistance, under any Federal program or
under any State or |ocal programfinanced in whole or in part with
Federal funds.

SEC. 204. DEPENDENT CARE CREDI T.

(a) Increase in Dollar Limt.--Subsection (c) of section 21
(relating to expenses for household and dependent care services
necessary for gainful enploynent) is anended--

(1) by striking " %$2,400""' in paragraph (1) and inserting
' $3,000'', and

(2) by striking " "$4,800"" in paragraph (2) and inserting
* T $6,000'".

(b) Increase in Applicable Percentage.--Section 21(a)(2) (defining
appli cabl e percentage) is amended- -
(1) by striking " 30 percent'' and inserting ~~ 35 percent'’
and
(2) by striking " %$10,000'' and inserting "~ $15,000""
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(c) <<NOTE: Applicability. 26 USC 21 note.>> Effective Date.--The
amendments nmade by this section shall apply to taxable years begi nning
after Decenber 31, 2002.

SEC. 205. ALLOWANCE OF CREDI T FOR EMPLOYER EXPENSES FOR CHI LD CARE
ASSI STANCE

(a) In General.--Subpart D of part |V of subchapter A of chapter 1
(relating to business related credits), as anended by section 619, is
further amended by adding at the end the foll ow ng:

T SEC. 45F. EMPLOYER- PROVI DED CHI LD CARE CREDI T.

““(a) In General.--For purposes of section 38, the enployer-provided
child care credit determ ned under this section for the taxable year is
an amount equal to the sum of --

"7 (1) 25 percent of the qualified child care expenditures,
and

"7(2) 10 percent of the qualified child care resource and
referral expenditures,

of the taxpayer for such taxable year
““(b) Dollar Limtation.--The credit allowable under subsection (a)
for any taxable year shall not exceed $150, 000.
““(c) Definitions.--For purposes of this section--
"7 (1) Qalified child care expenditure.--
""(A) In general.--The term qualified child care
expenditure' means any anount paid or incurred--
"T(i) to acquire, construct, rehabilitate, or
expand property--
“7(1) which is to be used as part of
a qualified child care facility of the
t axpayer,
T(I'l) with respect to which a



deduction for depreciation (or
anmortization in lieu of depreciation) is
al | owabl e, and

TT(111) which does not constitute
part of the principal residence (within
t he meani ng of section 121) of the
t axpayer or any enpl oyee of the
t axpayer,

“T(ii) for the operating costs of a qualified
child care facility of the taxpayer, including
costs related to the training of enployees, to
schol arshi p prograns, and to the providing of
i ncreased conpensation to enpl oyees with higher
| evel s of child care training, or

“T(iii) under a contract with a qualified
child care facility to provide child care services
to enpl oyees of the taxpayer.

"(B) Fair market value.--The term qualified child
care expenditures' shall not include expenses in excess
of the fair market value of such care

"7(2) Qualified child care facility.--
""(A) In general.--The term qualified child care
facility' means a facility--

““(i) the principal use of which is to provide
child care assistance, and

“T(ii) which neets the requirenents of al
applicable Iaws and regul ations of the State or
| ocal government in which it is located, including
the licensing of the facility as a child care
facility.
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Clause (i) shall not apply to a facility which is the
princi pal residence (within the neaning of section 121)
of the operator of the facility.

"7 (B) Special rules with respect to a taxpayer.--A
facility shall not be treated as a qualified child care
facility with respect to a taxpayer unless--

“T(i) enrollment in the facility is open to
enpl oyees of the taxpayer during the taxable year

“T(ii) if the facility is the principal trade
or business of the taxpayer, at |east 30 percent
of the enrollees of such facility are dependents
of enpl oyees of the taxpayer, and

“S(iii) the use of such facility (or the
eligibility to use such facility) does not
discrimnate in favor of enployees of the taxpayer
who are highly conpensated enpl oyees (within the
meani ng of section 414(q)).

"7(3) Qualified child care resource and referra
expenditure. --

""(A) In general.--The term "qualified child care
resource and referral expenditure' nmeans any anmount paid
or incurred under a contract to provide child care
resource and referral services to an enployee of the
t axpayer.

"7 (B) Nondiscrimnation.--The services shall not be
treated as qualified unless the provision of such
services (or the eligibility to use such services) does
not discrimnate in favor of enployees of the taxpayer
who are highly conpensated enpl oyees (within the nmeaning
of section 414(q)).



"7 (d) Recapture of Acquisition and Construction Credit.--

"7(1) In general.--1f, as of the close of any taxable year
there is a recapture event with respect to any qualified child
care facility of the taxpayer, then the tax of the taxpayer
under this chapter for such taxable year shall be increased by
an amount equal to the product of--

""(A) the applicable recapture percentage, and

"7 (B) the aggregate decrease in the credits allowed
under section 38 for all prior taxable years which would
have resulted if the qualified child care expenditures
of the taxpayer described in subsection (c)(1)(A) wth
respect to such facility had been zero.

"7 (2) Applicable recapture percentage.--

"“(A) In general.--For purposes of this subsection
the applicable recapture percentage shall be determ ned
fromthe follow ng table:

The applicabl e

recapture
“T1If the recapture event
occurs in: percentage is:
Years 1-3. . . . e 100
Year 4. ... e 85
Year 5. .. 70
Year 6. ... . 55
Year 7. .. . 40
Year 8. ... . 25
Years 9 and 10. ... ... .. .. 10
Years 11 and thereafter....................... 0.

" (B) Years.--For purposes of subparagraph (A), year
1 shall begin on the first day of the taxable year in
which the qualified child care facility is placed in
service by the taxpayer.
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"7 (3) Recapture event defined.--For purposes of this
subsection, the term recapture event' neans--

" (A) Cessation of operation.--The cessation of the
operation of the facility as a qualified child care
facility.

"7 (B) Change in ownership.--

"7 (i) In general.--Except as provided in
clause (ii), the disposition of a taxpayer's
interest in a qualified child care facility with
respect to which the credit described in
subsection (a) was all owabl e.

“T(ii) Agreenment to assune recapture
liability.--Clause (i) shall not apply if the
person acquiring such interest in the facility
agrees in witing to assune the recapture
liability of the person disposing of such interest
in effect inmediately before such disposition. In
t he event of such an assunption, the person
acquiring the interest in the facility shall be
treated as the taxpayer for purposes of assessing
any recapture liability (conmputed as if there had
been no change in ownership).

"7 (4) Special rules.--

" (A) Tax benefit rule.--The tax for the taxable

year shall be increased under paragraph (1) only with



respect to credits allowed by reason of this section
whi ch were used to reduce tax liability. In the case of
credits not so used to reduce tax liability, the
carryforwards and carrybacks under section 39 shall be
appropriately adjusted.

""(B) No credits against tax.--Any increase in tax
under this subsection shall not be treated as a tax
i mposed by this chapter for purposes of determ ning the
anount of any credit under subpart A B, or D of this
part.

""(C) No recapture by reason of casualty |oss.--The
increase in tax under this subsection shall not apply to
a cessation of operation of the facility as a qualified
child care facility by reason of a casualty loss to the
extent such loss is restored by reconstruction or
repl acenent within a reasonabl e period established by
the Secretary.

" (e) Special Rules.--For purposes of this section--

(1) Aggregation rules.--Al persons which are treated as a
si ngl e enpl oyer under subsections (a) and (b) of section 52
shall be treated as a single taxpayer

"7 (2) <<NOTE: Regul ations. Applicability.>> Pass-thru in
the case of estates and trusts.--Under regul ations prescribed by
the Secretary, rules simlar to the rules of subsection (d) of
section 52 shall apply.

"7(3) Allocation in the case of partnerships.--In the case
of partnerships, the credit shall be allocated anong partners
under regul ations prescribed by the Secretary.

"7(f ) No Double Benefit.--

"7 (1) Reduction in basis.--For purposes of this subtitle--
""(A) In general.--1f a credit is determ ned under
this section with respect to any property by reason of
expendi tures described in subsection (c)(1)(A), the
basis of such property shall be reduced by the anpunt of
the credit so determ ned.

"'(B) Certain dispositions.--1f, during any taxable
year, there is a recapture amount determined with
respect to any property the basis of which was reduced
under
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(b)

subpar agraph (A), the basis of such property

(imedi ately before the event resulting in such
recapture) shall be increased by an amount equal to such
recapture anount. For purposes of the preceding
sentence, the term recapture anmpunt' neans any increase
in tax (or adjustnment in carrybacks or carryovers)
determ ned under subsection (d).

"7 (2) Other deductions and credits.--No deduction or credit
shall be allowed under any other provision of this chapter with
respect to the amount of the credit determ ned under this
section.'"'.

Conf orm ng Anendnents. - -

(1) Section 38(b), <<NOTE: 26 USC 38.>> as anmended by
section 619, is anmended by striking "~ “plus'' at the end of
par agraph (13), by striking the period at the end of paragraph
(14) and inserting ~°, plus'', and by adding at the end the
fol | owi ng:

"7 (15) the enployer-provided child care credit determ ned



under section 45F."'".

(2) The table of sections for subpart D of part 1V of
subchapter A of chapter 1 is amended by adding at the end the
fol |l owi ng:

“Sec. 45F. Enpl oyer-provided child care credit.'".

(3) Section 1016(a) is amended by striking “~“and'' at the
end of paragraph (26), by striking the period at the end of
par agraph (27) and inserting ", and'', and by adding at the end
the foll ow ng:

7(28) in the case of a facility with respect to which a
credit was allowed under section 45F, to the extent provided in
section 45F(f )(1).'".

(c) <<NOTE: Applicability. 26 USC 38 note.>> Effective Date.--The
amendnents made by this section shall apply to taxable years beginning
after Decenber 31, 2001.

TITLE I'l1--MARRI AGE PENALTY RELI EF
SEC. 301. ELI M NATI ON OF MARRI AGE PENALTY | N STANDARD DEDUCTI ON

(a) I'n General.--Paragraph (2) of section 63(c) (relating to
standard deduction) is anmended- -

(1) by striking " %$5,000"" in subparagraph (A) and inserting
““the applicable percentage of the dollar anmpunt in effect under
subparagraph (C) for the taxable year'';

(2) by adding " “or'' at the end of subparagraph (B);

(3) by striking "“in the case of'' and all that follows in
subparagraph (C) and inserting “~“in any other case.''; and

(4) by striking subparagraph (D).

(b) Applicable Percentage.--Section 63(c) (relating to standard
deduction) is amended by adding at the end the foll owi ng new paragraph
"7 (7) Applicable percentage.--For purposes of paragraph (2),
the applicabl e percentage shall be determ ned in accordance with
the foll owing table:

" For taxable years beginning The applicable
i n cal endar year-- percentage is--
2005, . 174
2006, . 184
2007, e 187
2008, . 190
2009 and thereafter............. ... .. .. ..... 200."'".
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(c) Technical Anmendnents.--

(1) Subparagraph (B) of section 1(f )(6) <<NOTE: 26 USC
1.>> is anmended by striking "~ (other than with'' and all that
follows through " “shall be applied ' and inserting "~ (other than
with respect to sections 63(c)(4) and 151(d)(4)(A)) shall be
applied '.

(2) Paragraph (4) of section 63(c) is anmended by addi ng at
the end the follow ng flush sentence:

" The preceding sentence shall not apply to the anount referred
to in paragraph (2)(A)."'".

(d) <<NOTE: Applicability. 26 USC 1 note.>> Effective Date.--The



anmendnents made by this section shall apply to taxable years beginning
after Decenber 31, 2004.

SEC. 302. PHASEOUT OF MARRI AGE PENALTY I N 15- PERCENT BRACKET.

(a) I'n General.--Section 1(f ) (relating to adjustnments in tax
tables so that inflation will not result in tax increases) is anmended by
addi ng at the end the foll owi ng new paragraph:

"7 (8) Phaseout of marriage penalty in 15-percent bracket.--
""(A) In general.--Wth respect to taxable years
begi nning after Decenber 31, 2004, in prescribing the
t abl es under paragraph (1)--

(i) the maxi mum taxable income in the 15-
percent rate bracket in the table contained in
subsection (a) (and the m ni mum taxable income in
the next higher taxable inconme bracket in such
table) shall be the applicable percentage of the
maxi mum t axabl e i ncome in the 15-percent rate
bracket in the table contained in subsection (c)
(after any other adjustment under this
subsection), and

“T(ii) the conparable taxable income ampunts
in the table contained in subsection (d) shall be
\1/2\ of the anmounts determ ned under clause (i).

"7 (B) Applicable percentage.--For purposes of
subpar agraph (A), the applicable percentage shall be
determined in accordance with the follow ng table:

" For taxabl e years beginning The applicable
i n cal endar year-- percentage is--
2005, . . 180
2006. . . . 187
2007, 193
2008 and thereafter........ ... ... .. ... .. .... 200.
"7 (0 Rounding.--1f any amount determn ned under

subparagraph (A)(i) is not a nmultiple of $50, such
amount shall be rounded to the next |owest nultiple of
$50."'" .

(b) Technical Amendnents.--
(1) Subparagraph (A) of section 1(f )(2) is anended by
inserting "~ except as provided in paragraph (8),'' before " hy
i ncreasing'"'.
(2) The heading for subsection (f ) of section 1 is anmended
by inserting ~ Phaseout of Marriage Penalty in 15-Percent
Bracket;'' before " Adjustnents''’

(c) <<NOTE: Applicability. 26 USC 1 note.>> Effective Date.--The
amendnments made by this section shall apply to taxable years begi nni ng
after Decenber 31, 2004.
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SEC. 303. MARRI AGE PENALTY RELI EF FOR EARNED | NCOVE CREDI T; EARNED
I NCOVE TO | NCLUDE ONLY AMOUNTS | NCLUDI BLE I N GROSS | NCOVE;
SI MPLI FI CATI ON OF EARNED | NCOVE CREDI T.

(a) Increased Phaseout Amount. --
(1) In general.--Section 32(b)(2) <<NOTE: 26 USC 32.>>
(relating to amobunts) is anended- -
(A) by striking ~ " Anpunts.--The earned'' and
inserting "~ Anpbunts. --



""(A) In general.--Subject to subparagraph (B), the

earned' ', and

(B) by adding at the end the follow ng new
subpar agr aph:

"7(B) Joint returns.--In the case of a joint return

filed by an eligible individual and such individual's
spouse, the phaseout anpunt determ ned under
subpar agraph (A) shall be increased by--
“T(i) $1,000 in the case of taxable years
begi nning in 2002, 2003, and 2004,
“T(ii) $2,000 in the case of taxable years
begi nning i n 2005, 2006, and 2007, and
TT(iii) $3,000 in the case of taxable years
begi nning after 2007.'"'.

(2) Inflation adjustnent.--Paragraph (1)(B) of section 32(
j) (relating to inflation adjustnents) is amended to read as
fol |l ows:

"7 (B) the cost-of-1iving adjustment determ ned under
section 1(f )(3) for the cal endar year in which the
t axabl e year begi ns, determ ned--
(i) in the case of ampunts in subsections
(b)(2)(A) and (i)(1), by substituting " cal endar
year 1995' for “calendar year 1992' in
subpar agraph (B) thereof, and
“T(ii) in the case of the $3,000 amount in
subsection (b)(2)(B)(iii), by substituting
“cal endar year 2007' for “cal endar year 1992' in
subpar agraph (B) of such section 1.'".

(3) Rounding.--Section 32( j)(2)(A) (relating to rounding)
is anended by striking " subsection (b)(2)'' and inserting
““subsection (b)(2)(A) (after being increased under subparagraph
(B) thereof )''.

(b) Earned Incone To Include Only Anmounts Includible in Gross
I ncone. --Clause (i) of section 32(c)(2)(A) (defining earned inconme) is
anmended by inserting "7, but only if such anpbunts are includible in
gross inconme for the taxable year'' after "~ other enployee
conmpensation''.
(c) Repeal of Reduction of Credit to Taxpayers Subject to
Al ternative M nimm Tax.--Section 32(h) is repeal ed.
(d) Repl acenment of Modified Adjusted Gross Income Wth Adjusted
Gross | ncone. --
(1) In general.--Section 32(a)(2)(B) is anmended by striKking
" nodified!
(2) Conform ng amendnments. - -
(A) Section 32(c) is amended by striking paragraph
(5).
(B) Section 32(f )(2)(B) is amended by striking
““nmodified ' each place it appears.

(e) Relationship Test.--
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(1) In general.--Clause (i) of section
32(c)(3)(B) <<NOTE: 26 USC 32.>> (relating to relationship
test) is anended to read as foll ows:

“T(i) I'n general.--An individual bears a
relationship to the taxpayer described in this
subpar agraph if such individual is--

““ (1) a son, daughter, stepson, or
st epdaught er, or a descendant of any

such i ndi vi dual



T (I'l) a brother, sister
st epbrother, or stepsister, or a
descendant of any such individual, who
t he taxpayer cares for as the taxpayer's
own child, or
T(1'11) an eligible foster child of
the taxpayer.'"'.
(2) Eligible foster child.--
(A) In general.--Clause (iii) of section 32(c)(3)(B)
is amended to read as follows:
“(iii) Eligible foster child.--For purposes
of clause (i), the term eligible foster child'
means an individual not described in subclause (I)
or (Il) of clause (i) who--
“T(1) is placed with the taxpayer by
an aut horized pl acenent agency, and
"7 (1'l) the taxpayer cares for as the
taxpayer's own child."'".
(B) Conforming amendment . --Section 32(c)(3)(A)(ii)
is anended by striking " except as provided in
subparagraph (B)(iii),"".

(f ) 2 or More Claiming Qualifying Child.--Section 32(c)(1)(C is
anmended to read as foll ows:
"(C) 2 or nore claimng qualifying child.--

T (i) In general.--Except as provided in
clause (ii), if (but for this paragraph) an
i ndi vidual may be clainmed, and is clained, as a
qualifying child by 2 or nore taxpayers for a
t axabl e year beginning in the same cal endar year
such individual shall be treated as the qualifying
child of the taxpayer who is--

"7 (1) a parent of the individual, or

(1) if subclause (1) does not
apply, the taxpayer with the highest
adj usted gross income for such taxable
year.

“"(ii) Mre than 1 claiming credit.--1f the
parents claimng the credit with respect to any
qualifying child do not file a joint return
toget her, such child shall be treated as the
qualifying child of--

"7 (1) the parent with whomthe child
resided for the |Iongest period of tine
during the taxable year, or

(1) if the child resides with
both parents for the sane anount of tine
during such taxable year, the parent
with the highest adjusted gross
i ncome.'".

(g) Expansion of Mathematical Error Authority.--Paragraph (2) of
section 6213(g) is anended by striking ““and'' at the end of
subpar agraph (K), by striking the period at the end of subparagraph (L)
and inserting ~°, and'', and by inserting after subparagraph (L) the
foll owi ng new subpar agr aph:
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(M the entry on the return clainming the credit
under section 32 with respect to a child if, according
to the Federal Case Registry of Child Support Orders
established under section 453(h) of the Social Security



Act, the taxpayer is a noncustodial parent of such
child.'".

(h) Cderical Amendnent.--Subparagraph (E) of section
32(c)(3) <<NOTE: 26 USC 32.>> is anended by striking "~ subparagraphs
(A (ii) and (B)(iii)(Il)'" and inserting "~ subparagraph (A (ii)""'

(i) <<NOTE: 26 USC 32 note.>> Effective Dates.--
(1) I'n <<NOTE: Applicability.>> general.--Except as
provi ded in paragraph (2), the anendnents nade by this section
shall apply to taxable years begi nning after Decenmber 31, 2001
(2) Subsection (g).--The anmendnent made by subsection (g)
shall take effect on January 1, 2004.

TI TLE 1 V- - AFFORDABLE EDUCATI ON PROVI SI ONS
Subtitle A--Education Savings |Incentives
SEC. 401. MODI FI CATI ONS TO EDUCATI ON | NDI VI DUAL RETI REMENT ACCOUNTS.

(a) Maxi mum Annual Contri butions. --

(1) I'n general.--Section 530(b)(1)(A)(iii) (defining
education individual retirement account) is amended by striking
*$500'" and inserting "' $2,000""

(2) Conform ng anmendnent.--Section 4973(e)(1)(A) is anmended
by striking * $500'' and inserting "~ $2,000""

(b) Modification of AG Limts To Renpbve Marriage Penalty.--Section
530(c) (1) (relating to reduction in permtted contributions based on
adj usted gross income) is amended- -

(1) by striking " $150,000'' in subparagraph (A)(ii) and
inserting ~~$190,000'', and

(2) by striking " %$10,000'"' in subparagraph (B) and
inserting "~ $30,000""

(c) Tax-Free Expenditures for Elenmentary and Secondary Schoo
Expenses. - -
(1) I'n general.--Section 530(b)(2) (defining qualified
hi gher educati on expenses) is amended to read as foll ows:
"7(2) Qualified education expenses. --
""(A) In general.--The term "qualified education
expenses' nmeans- -
"7 (i) qualified higher education expenses (as
defined in section 529(e)(3)), and
“T(ii) qualified elenentary and secondary
education expenses (as defined in paragraph (4)).
"(B) Qualified state tuition prograns.--Such term
shal | include any contribution to a qualified State
tuition program (as defined in section 529(b)) on behalf
of the designated beneficiary (as defined in section
529(e)(1)); but there shall be no increase in the
investment in the contract for purposes of applying
section 72 by reason of any portion of such contribution
which is not includible in gross incone by reason of
subsection (d)(2)."'".
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(2) Qualified elenmentary and secondary educati on expenses. --
Section 530(b) <<NOTE: 26 USC 530.>> (relating to definitions
and special rules) is anended by adding at the end the follow ng
new par agr aph:

"7 (4) Qualified elenmentary and secondary education



expenses. - -

""(A) In general.--The term qualified elenmentary

and secondary educati on expenses' means- -
(i) expenses for tuition, fees, acadenic
tutoring, special needs services in the case of a
speci al needs beneficiary, books, supplies, and
ot her equi pnment which are incurred in connection
with the enroll ment or attendance of the
desi gnat ed beneficiary of the trust as an
el ementary or secondary school student at a
public, private, or religious school
"T(ii) expenses for room and board, uniforns,
transportation, and supplementary itens and
services (including extended day prograns) which
are required or provided by a public, private, or
religious school in connection with such
enrol | ment or attendance, and
“T(iii) expenses for the purchase of any
conmput er technol ogy or equi pnent (as defined in
section 170(e)(6)(F)(i)) or Internet access and
rel ated services, if such technol ogy, equipnent,
or services are to be used by the beneficiary and
the beneficiary's fam ly during any of the years
the beneficiary is in school
Clause (iii) shall not include expenses for conputer
sof tware designed for sports, games, or hobbies unless
the software is predom nantly educational in nature.

"7 (B) School.--The term “school' means any schoo
whi ch provi des el ementary education or secondary
education (kindergarten through grade 12), as determn ned
under State |law.'"'.

(3) Conform ng anendnments.--Section 530 is anmended- -

(A) by striking “~“higher'' each place it appears in
subsections (b)(1) and (d)(2), and

(B) by striking “~“higher'' in the heading for
subsection (d)(2).

(d) <<NOTE: Regul ations.>> Wiver of Age Linmtations for Children
Wth Special Needs.--Section 530(b)(1) (defining education individua
retirement account) is amended by adding at the end the follow ng flush
sent ence:

""The age limtations in subparagraphs (A)(ii) and (E), and

par agr aphs (5) and (6) of subsection (d), shall not apply to any
desi gnat ed beneficiary with special needs (as determ ned under
regul ati ons prescribed by the Secretary).'"'.

(e) Entities Permitted To Contribute to Accounts.--Section 530(c) (1)
(relating to reduction in permtted contributions based on adjusted
gross inconme) is amended by striking ~" The nmaxi rum amount which a
contributor'' and inserting ““In the case of a contributor who is an
i ndi vidual, the maxi mum amount the contributor''.

(f ) Tinme When Contributions Deened Mde. - -

(1) I'n general.--Section 530(b) (relating to definitions and
special rules), as anended by subsection (c)(2), is anended by
addi ng at the end the foll owi ng new paragraph:

"7(5) Tinme when contributions deened made. --An individua
shal |l be deemed to have nmade a contribution to an
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education individual retirement account on the |ast day of the
precedi ng taxable year if the contribution is nmade on account of
such taxable year and is nmade not later than the tine prescribed



by law for filing the return for such taxable year (not
i ncludi ng extensions thereof ).'".

(2) Extension of tine to return excess contributions. --
Subpar agraph (C) of section 530(d)(4) <<NOTE: 26 USC 530.>>
(relating to additional tax for distributions not used for
educati onal expenses) is anended- -

(A) by striking clause (i) and inserting the
foll owi ng new cl ause:

"7 (i) such distribution is nmade before the
first day of the sixth month of the taxable year
followi ng the taxable year, and ', and

(B) by striking "~ “due date of return'' in the
headi ng and inserting ~“certain date''

(g) Coordination Wth Hope and Lifetinme Learning Credits and
Qualified Tuition Prograns. --
(1) I'n general.--Section 530(d)(2)(C) is anended to read as
fol |l ows:

"7 (C) Coordination with hope and lifetinme |earning
credits and qualified tuition prograns.--For purposes of
subpar agraph (A)--

"T(i) Credit coordination.--The total anount
of qualified higher education expenses with
respect to an individual for the taxable year
shal | be reduced- -
"7 (1) as provided in section
25A(g) (2), and
T (I'1) by the anpunt of such
expenses which were taken into account
in determining the credit allowed to the
t axpayer or any other person under
section 25A
“T(ii) Coordination with qualified tuition
progranms.--I1f, with respect to an individual for
any taxable year--
"7 (1) the aggregate distributions
during such year to which subparagraph
(A) and section 529(c)(3)(B) apply,
exceed
“T(11) the total anmpunt of qualified
educati on expenses (after the
application of clause (i)) for such
year,
the taxpayer shall allocate such expenses anobng
such distributions for purposes of determning the
anount of the exclusion under subparagraph (A) and
section 529(c)(3)(B)."".
(2) Conform ng amendnents. --

(A) Subsection (e) of section 25A is anmended to read

as foll ows:

““(e) Election Not To Have Section Apply.--A taxpayer may el ect not
to have this section apply with respect to the qualified tuition and
rel ated expenses of an individual for any taxable year.''.

(B) Section 135(d)(2)(A) is anmended by striking
““allowable'' and inserting "~ allowed'
(C) Section 530(d)(2)(D) is amended--
(i) by striking ““or credit'' and inserting
", credit, or exclusion'', and
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(ii) by striking ““credit or deduction'' in



the headi ng and inserting " deduction, credit, or
exclusion'".

(D) Section 4973(e)(1l) <<NOTE: 26 USC 4973.>> s
amended by adding " “and'' at the end of subparagraph
(A), by striking subparagraph (B), and by redesignating
subparagraph (C) as subparagraph (B).

(h) <<NOTE: Applicability. 26 USC 25A note.>> Effective Date.--The
anmendnents nmade by this section shall apply to taxable years begi nning
after Decenmber 31, 2001.

SEC. 402. MODI FI CATI ONS TO QUALI FI ED TUI TI ON PROGRANMS.

(a) Eligible Educational Institutions Permtted To Maintain
Qualified Tuition Prograns. --
(1) I'n general.--Section 529(b)(1) (defining qualified State
tuition progran) is anmended--

(A) by inserting “or by 1 or nore eligible
educational institutions'' after "~ “maintained by a State
or agency or instrunmentality thereof '' in the matter
precedi ng subparagraph (A), and

(B) by adding at the end the follow ng new flush
sent ence:

" Except to the extent provided in regulations, a program
established and maintained by 1 or nore eligible educationa
institutions shall not be treated as a qualified tuition program
unl ess such program provides that amounts are held in a
qualified trust and such program has received a ruling or
determ nation that such program neets the applicable
requirenents for a qualified tuition program For purposes of
the preceding sentence, the term qualified trust' means a trust
which is created or organized in the United States for the
excl usive benefit of designated beneficiaries and with respect
to which the requirenments of paragraphs (2) and (5) of section
408(a) are net.'"'.

(2) Private qualified tuition prograns limted to benefit
pl ans.--Clause (ii) of section 529(b)(1)(A) is anended by

inserting ~'in the case of a program established and mai ntai ned
by a State or agency or instrunentality thereof,'' before '~ may
make' ' .

(3) Additional tax on nonqualified w thdrawals.--Section 529
i s amended- -

(A) by striking paragraph (3) of subsection (b) and
by redesignating paragraphs (4), (5), (6), and (7) of
such subsection as paragraphs (3), (4), (5), and (6),
respectively, and

(B) by adding at the end of subsection (c) the
fol |l owi ng new paragraph:

"7(6) Additional tax.--The tax inmposed by section 530(d)(4)
shall apply to any paynment or distribution froma qualified
tuition programin the same manner as such tax applies to a
paynment or distribution froman education individual retirenent
account. This paragraph shall not apply to any payment or
distribution in any taxable year begi nning before January 1,
2004, which is includible in gross incone but used for qualified
hi gher educati on expenses of the designated beneficiary.""'

(4) Conform ng amendnents. --

(A) Sections 72(e)(9), 135(c)(2)(C, 135(d)(1)(D),
529, 530(b)(2)(B), 4973(e), and 6693(a)(2)(C) are
amended by
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striking "“qualified State tuition'' each place it
appears and inserting ~“qualified tuition''

(B) The headi ngs for sections <<NOTE: 26 USC 72,
135.>> 72(e)(9) and 135(c)(2)(C) are anmended by
striking ““qualified state tuition'' each place it
appears and inserting ~qualified tuition''

(C© The headings for sections 529(b) and
530(b)(2)(B) are anended by striking ~"Qualified state
tuition'' each place it appears and inserting
““Qualified tuition''

(D) The heading for section 529 is anended by
striking ~“state''

(E) The itemrelating to section 529 in the table of
sections for part VIII of subchapter F of chapter 1 is
amended by striking ~ " State''

(b) Exclusion From Gross I ncome of Education Distributions From
Qualified Tuition Prograns. --
(1) I'n general.--Section 529(c)(3)(B) (relating to
distributions) is amended to read as fol |l ows:
"T(B) Distributions for qualified higher education
expenses. - - For purposes of this paragraph--

"7 (i) In-kind distributions.--No amobunt shal
be includible in gross income under subparagraph
(A) by reason of a distribution which consists of
providing a benefit to the distributee which, if
paid for by the distributee, would constitute
paynment of a qualified higher education expense.

“(ii) Cash distributions.--In the case of
di stributions not described in clause (i), if--

“7(1) such distributions do not
exceed the qualified higher education
expenses (reduced by expenses descri bed
in clause (i)), no amount shall be
i ncludible in gross incone, and

“T(I'l) in any other case, the amount
otherwi se includible in gross incone
shall be reduced by an anpunt which
bears the same ratio to such anmount as
such expenses bear to such
di stributions.

T (iii) Exception for institutiona
progranms.--In the case of any taxable year
begi nni ng before January 1, 2004, clauses (i) and
(ii) shall not apply with respect to any
distribution during such taxable year under a
qualified tuition program established and
mai ntai ned by 1 or nore eligible educationa
i nstitutions.

“T(iv) Treatnment as distributions.--Any
benefit furnished to a designated beneficiary
under a qualified tuition program shall be treated
as a distribution to the beneficiary for purposes
of this paragraph.

" (v) Coordination with hope and lifetine
| earning credits.--The total anmount of qualified
hi gher educati on expenses with respect to an
i ndi vi dual for the taxable year shall be reduced--

““(1) as provided in section
25A(g) (2), and

T (1'l) by the ampbunt of such
expenses which were taken into account
in determining the credit allowed to the



t axpayer or any other person under
section 25A.
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““(vi) Coordination with education individua
retirement accounts.--If, with respect to an
i ndi vidual for any taxable year--

"7 (1) the aggregate distributions to
whi ch clauses (i) and (ii) and section
530(d) (2) (A) apply, exceed

TT(Il) the total amount of qualified
hi gher educati on expenses otherw se
taken into account under clauses (i) and
(ii) (after the application of clause
(v)) for such year,

the taxpayer shall allocate such expenses anobng
such distributions for purposes of determning the
anount of the exclusion under clauses (i) and (ii)
and section 530(d)(2)(A)."".

(2) Conform ng amendnents. --

(A) Section 135(d)(2)(B) <<NOTE: 26 USC 135.>> s
amended by striking ~the exclusion under section
530(d)(2)'' and inserting " the exclusions under
sections 529(c)(3)(B) and 530(d)(2)""'

(B) Section 221(e)(2)(A) is amended by inserting
"°529,'" after "7135,''.

(c) Rollover to Different Program for Benefit of Same Designated
Beneficiary.--Section 529(c)(3)(C) (relating to change in beneficiaries)
i s amended- -

(1) by striking ““transferred to the credit'' in clause (i)
and inserting "~ “transferred--
"7 (1) to another qualified tuition
program for the benefit of the
desi gnat ed beneficiary, or
“T(I'l) to the credit'',
(2) by adding at the end the foll owi ng new cl ause:
“T(iii) Limtation on certain rollovers.--
Clause (i)(l) shall not apply to any transfer if
such transfer occurs within 12 nonths fromthe
date of a previous transfer to any qualified
tuition program for the benefit of the designated
beneficiary.'', and
(3) by inserting ““or programs'' after "~ hbeneficiaries'' in
t he headi ng.

(d) Member of Family Includes First Cousin.--Section 529(e)(2)
(defining nmenmber of famly) is amended by striking ~“and'' at the end of
subparagraph (B), by striking the period at the end of subparagraph (C)
and by inserting "°; and'', and by adding at the end the followi ng new
subpar agr aph:

""(D) any first cousin of such beneficiary."''

(e) Adjustment of Limtation on Room and Board Distributions.--
Section 529(e)(3)(B)(ii) is amended to read as foll ows:

"T(ii) Limtation.--The anmount treated as
qual i fied higher educati on expenses by reason of
clause (i) shall not exceed--

"7 (1) the allowance (applicable to
the student) for room and board i ncl uded
in the cost of attendance (as defined in
section 472 of the Hi gher Education Act



of 1965 (20 U.S.C. 1087I1), as in effect
on the date of the enactnment of the
Economi ¢ Growt h and Tax Reli ef
Reconciliation Act of 2001) as
determ ned by the eligible educationa
institution for such period, or

(1) if greater, the actua
i nvoi ce anount the student residing in
housi ng owned or operated by
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the eligible educational institution is
charged by such institution for room and
board costs for such period.'".

(f ) Special Needs Services. --Subparagraph (A) of section
529(e) (3) <<NOTE: 26 USC 529.>> (defining qualified higher education
expenses) is anmended to read as foll ows:
""(A) In general.--The term "qualified higher
educati on expenses' neans--

"T(i) tuition, fees, books, supplies, and
equi pment required for the enroll ment or
attendance of a designated beneficiary at an
eligible educational institution; and

"7 (ii) expenses for special needs services in
the case of a special needs beneficiary which are
incurred in connection with such enrollnent or
attendance.''.

(g) Technical Anmendnents.--Section 529(c)(3)(D) is amended--
(1) by inserting ~“except to the extent provided by the

Secretary,'' before ““all distributions'' in clause (ii), and
(2) by inserting " “except to the extent provided by the
Secretary,'' before ““the value'' in clause (iii).

(h) <<NOTE: Applicability. 26 USC 72 note.>> Effective Date.--The
anmendnents made by this section shall apply to taxable years begi nning
after Decenber 31, 2001.

Subtitl e B--Educational Assistance

SEC. 411. EXTENSI ON OF EXCLUSI ON FOR EMPLOYER- PROVI DED EDUCATI ONAL
ASSI STANCE

(a) In General.--Section 127 (relating to exclusion for educationa
assi stance programnms) is amended by striking subsection (d) and by
redesi gnati ng subsection (e) as subsection (d).

(b) Repeal of Limtation on G aduate Education.--The | ast sentence
of section 127(c)(1) is anmended by striking ", and such term al so does
not include any paynent for, or the provision of any benefits with
respect to, any graduate | evel course of a kind normally taken by an
i ndi vi dual pursuing a program|eading to a |aw, business, nedical, or
ot her advanced academ c or professional degree''

(c) Conformng Amendnent.--Section 51A(b)(5)(B)(iii) is anmended by
striking ~“or would be so excludable but for section 127(d)""’

(d) <<NOTE: Applicability. 26 USC 51A note.>> Effective Date.--The
anmendnents made by this section shall apply with respect to expenses
relating to courses beginning after Decenber 31, 2001

SEC. 412. ELI M NATI ON OF 60- MONTH LIM T AND | NCREASE | N | NCOVE
LI M TATI ON ON STUDENT LOAN | NTEREST DEDUCTI ON



(a) Elimnation of 60-Month Limt.--
(1) I'n general.--Section 221 (relating to interest on
education | oans), as anended by section 402(b)(2)(B), is anmended
by striking subsection (d) and by redesignating subsections (e),
(f ), and (g) as subsections (d), (e), and (f ), respectively.
(2) Conform ng anmendnent.--Section 6050S(e) is amended by
striking ““section 221(e)(1)'' and inserting " ~section
221(d) (1) .
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(3) <<NOTE: Applicability. 26 USC 221 note.>> Effective
date.--The anendnents made by this subsection shall apply with
respect to any loan interest paid after Decenmber 31, 2001, in
taxabl e years ending after such date.

(b) Increase in Inconme Limtation.--

(1) I'n general.--Section 221(b)(2)(B) <<NOTE: 26 USC 221.>>
(relating to amount of reduction) is anended by striking clauses
(i) and (ii) and inserting the foll ow ng:

(i) the excess of--
“T(1) the taxpayer's nodified
adj usted gross inconme for such taxable
year, over
“T(11) $50,000 ($100,000 in the case
of a joint return), bears to
“(ii) $15,000 ($30,000 in the case of a joint
return).''.

(2) Conform ng amendnent.--Section 221(g)(1) is anended by
striking "~ $40,000 and $60,000 anounts'' and inserting *  $50, 000
and $100, 000 anpunts''

(3) <<NOTE: Applicability. 26 USC 221 note.>> Effective
date.--The amendnents nmade by this subsection shall apply to
taxabl e years ending after Decenber 31, 2001

SEC. 413. EXCLUSI ON OF CERTAI N AMOUNTS RECEI VED UNDER THE NATI ONAL
HEALTH SERVI CE CORPS SCHOLARSHI P PROGRAM AND THE F. EDWARD
HEBERT ARMED FORCES HEALTH PROFESSI ONS SCHOLARSHI P AND
FI NANCI AL ASSI STANCE PROGRAM

(a) In General.--Section 117(c) (relating to the exclusion from
gross income ampunts received as a qualified scholarship) is anended--
(1) by striking "~ Subsections (a)'' and inserting the

fol | owi ng:
"7 (1) In general.--Except as provided in paragraph (2),
subsections (a)'', and

(2) by adding at the end the followi ng new paragraph
"7 (2) Exceptions.--Paragraph (1) shall not apply to any
anount received by an individual under--
""(A) the National Health Service Corps Schol arship
Program under section 338A(g)(1)(A) of the Public Health
Service Act, or
"7 (B) the Armed Forces Heal th Professions
Schol arshi p and Fi nanci al Assi stance program under
subchapter | of chapter 105 of title 10, United States
Code. "' .

(b) <<NOTE: Applicability. 26 USC 117 note.>> Effective Date.--The
amendnments made by subsection (a) shall apply to anbunts received in
t axabl e years begi nning after Decenber 31, 2001

Subtitle C--Liberalization of Tax-Exenpt Financing Rules for Public
School Construction



SEC. 421. ADDI TI ONAL | NCREASE | N ARBI TRAGE REBATE EXCEPTI ON FOR
GOVERNMENTAL BONDS USED TO FI NANCE EDUCATI ONAL FACI LI Tl ES.

(a) I'n Ceneral.--Section 148(f )(4)(D)(vii) (relating to increase in
exception for bonds financing public school capital expenditures)
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is anended by striking " $5,000,000""' the second place it appears and
inserting " $10, 000, 000""

(b) <<NOTE: Applicability. 26 USC 148 note.>> Effective Date.--The
amendnent made by subsection (a) shall apply to obligations issued in
cal endar years beginning after Decenber 31, 2001

SEC. 422. TREATMENT OF QUALI FI ED PUBLI C EDUCATI ONAL FACI LI TY BONDS AS
EXEMPT FACI LI TY BONDS

(a) Treatnent as Exenpt Facility Bond.--Subsection (a) of section
142 <<NOTE: 26 USC 142.>> (relating to exenpt facility bond) is anmended
by striking ““or'' at the end of paragraph (11), by striking the period
at the end of paragraph (12) and inserting ~°, or'', and by adding at
the end the foll owi ng new paragraph
"7 (13) qualified public educational facilities.'"'.

(b) Qualified Public Educational Facilities.--Section 142 (relating
to exenpt facility bond) is anended by adding at the end the follow ng
new subsecti on:

""(k) Qualified Public Educational Facilities.--

"7 (1) In general.--For purposes of subsection (a)(13), the
term qualified public educational facility' means any schoo
facility which is--

" (A) part of a public elenmentary school or a public
secondary school, and

"7 (B) owned by a private, for-profit corporation
pursuant to a public-private partnership agreenent with
a State or |l ocal educational agency described in
par agraph (2).

"7 (2) Public-private partnership agreenent described.--A
public-private partnership agreenent is described in this
paragraph if it is an agreement--

" (A) under which the corporation agrees--

“"(i) to do 1 or nore of the follow ng:
construct, rehabilitate, refurbish, or equip a
school facility, and

“T(ii) at the end of the termof the
agreement, to transfer the school facility to such
agency for no additional consideration, and

"(B) the term of which does not exceed the term of
the issue to be used to provide the school facility.

"7 (3) School facility.--For purposes of this subsection, the
term “school facility' means--

" (A) any school building,

"7 (B) any functionally related and subordinate
facility and land with respect to such building,
i ncludi ng any stadiumor other facility primarily used
for school events, and

"7 (C) any property, to which section 168 applies (or
woul d apply but for section 179), for use in a facility
descri bed in subparagraph (A) or (B).

"7 (4) Public schools.--For purposes of this subsection, the
terms “elenentary school' and "“secondary school' have the
meani ngs gi ven such terns by section 14101 of the El enentary and



Secondary Education Act of 1965 (20 U.S.C. 8801), as in effect
on the date of the enactnment of this subsection

"7 (5) Annual aggregate face anmpount of tax-exenpt
financing. - -

""(A) In general.--An issue shall not be treated as
an i ssue described in subsection (a)(13) if the
aggregate face anount of bonds issued by the State
pursuant thereto
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(when added to the aggregate face anmount of bonds
previously so issued during the cal endar year) exceeds
an anmobunt equal to the greater of--

TT(1) $10 nmultiplied by the State popul ation
or

T (ii) $5, 000, 000.

“(B) Allocation rules.--

"7 (i) I'n general.--Except as otherw se
provided in this subparagraph, the State may
al l ocate the ampunt described in subparagraph (A)
for any cal endar year in such manner as the State
det ermi nes appropri ate.

““(ii) Rules for carryforward of unused
limtation.--A State nmay elect to carry forward an
unused limtation for any cal endar year for 3
cal endar years followi ng the cal endar year in
whi ch the unused linitation arose under rules
simlar to the rules of section 146(f ), except
that the only purpose for which the carryforward
may be elected is the issuance of exenpt facility
bonds described in subsection (a)(13)."'".

(c) Exenption From General State Vol une Caps.--Paragraph (3) of
section 146(g) <<NOTE: 26 USC 146.>> (relating to exception for certain
bonds) is anended- -

(1) by striking ““or (12)'' and inserting " (12), or (13)''
and

(2) by striking ~“and environmental enhancenments of
hydroel ectric generating facilities'' and inserting
“Tenvironnental enhancenents of hydroel ectric generating
facilities, and qualified public educational facilities"'

(d) Exenption FromLimtation on Use for Land Acquisition.--Section
147(h) (relating to certain rules not to apply to nortgage revenue
bonds, qualified student | oan bonds, and qualified 501(c)(3) bonds) is
amended by adding at the end the foll owi ng new paragraph

"7 (3) Exenpt facility bonds for qualified public-private
school s. --Subsection (c) shall not apply to any exenpt facility
bond issued as part of an issue described in section 142(a)(13)
(relating to qualified public educational facilities).'".

(e) Conform ng Amendnent.--The heading for section 147(h) is anmended
by striking "~ Mrtgage Revenue Bonds, Qualified Student Loan Bonds, and
Qualified 501(c)(3) Bonds'' and inserting "~ Certain Bonds''

(f ) <<NOTE: Applicability. 26 USC 142 note.>> £Effective Date.--The
anmendnents made by this section shall apply to bonds issued after
Decenber 31, 2001.

Subtitle D--Other Provisions

SEC. 431. DEDUCTI ON FOR HI GHER EDUCATI ON EXPENSES.



(a) Deduction Allowed.--Part VIl of subchapter B of chapter 1
(relating to additional itenized deductions for individuals) is anended
by redesignating section 222 as section 223 and by inserting after
section 221 the foll ow ng:

"TSEC. 222. QUALIFIED TUI TI ON AND RELATED EXPENSES.

““(a) Allowance of Deduction.--In the case of an individual, there
shall be allowed as a deduction an anpunt equal to the qualified tuition
and rel ated expenses paid by the taxpayer during the taxable year
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““(b) Dollar limtations.--

(1) In general.--The anpbunt allowed as a deduction under
subsection (a) with respect to the taxpayer for any taxable year
shall not exceed the applicable dollar limt.

"7 (2) Applicable dollar Iimt.--

" (A) 2002 and 2003.--1n the case of a taxable year
begi nning in 2002 or 2003, the applicable dollar limt
shall be equal to--

"T(1) in the case of a taxpayer whose adjusted
gross inconme for the taxable year does not exceed
$65, 000 ($130,000 in the case of a joint return),
$3, 000, and--

“T(ii) in the case of any other taxpayer,
zero.

"(B) 2004 and 2005.--1n the case of a taxable year
begi nning in 2004 or 2005, the applicable dollar anount
shall be equal to--

"T(1) in the case of a taxpayer whose adjusted
gross inconme for the taxable year does not exceed
$65, 000 ($130,000 in the case of a joint return),
$4, 000,

“T(ii) in the case of a taxpayer not described
in clause (i) whose adjusted gross inconme for the
t axabl e year does not exceed $80, 000 ($160,000 in
the case of a joint return), $2,000, and

“T(iii) in the case of any other taxpayer,
zero.

"(C) Adjusted gross incone.--For purposes of this
par agr aph, adjusted gross incone shall be determ ned--

"7 (i) without regard to this section and
sections 911, 931, and 933, and

“T(ii) after application of sections 86, 135,
137, 219, 221, and 469.

"“(c) No Double Benefit.--

"7(1) In general.--No deduction shall be allowed under
subsection (a) for any expense for which a deduction is allowed
to the taxpayer under any other provision of this chapter

"7 (2) Coordination with other education incentives.--

" (A) Denial of deduction if credit elected.--No
deduction shall be all owed under subsection (a) for a
taxabl e year with respect to the qualified tuition and
rel ated expenses with respect to an individual if the
t axpayer or any other person elects to have section 25A
apply with respect to such individual for such year

"7 (B) Coordination with exclusions.--The tota
anmount of qualified tuition and rel ated expenses shal
be reduced by the anpunt of such expenses taken into
account in determ ning any anount excluded under section
135, 529(c)(1), or 530(d)(2). For purposes of the



precedi ng sentence, the anpunt taken into account in
determ ning the anpunt excluded under section 529(c) (1)
shall not include that portion of the distribution which
represents a return of any contributions to the plan
"7 (3) Dependents.--No deduction shall be allowed under
subsection (a) to any individual with respect to whom a
deduction under section 151 is allowable to another taxpayer for
a taxabl e year beginning in the cal endar year in which such
i ndi vidual's taxable year begins.

"*(d) Definitions and Special Rules.--For purposes of this section--
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"7(1) Qualified tuition and rel ated expenses.--The term
“qualified tuition and rel ated expenses' has the neaning given
such term by section 25A(f ). Such expenses shall be reduced in
the sane manner as under section 25A(g)(2).

"7 (2) ldentification requirenment.--No deduction shall be
al l oned under subsection (a) to a taxpayer with respect to the
qualified tuition and rel ated expenses of an individual unless
t he taxpayer includes the name and taxpayer identification
nunber of the individual on the return of tax for the taxable
year.

"7(3) Limtation on taxable year of deduction.--

""(A) In general.--A deduction shall be all owed
under subsection (a) for qualified tuition and rel ated
expenses for any taxable year only to the extent such
expenses are in connection with enrollment at an
institution of higher education during the taxable year

"T(B) Certain prepaynents all owed. --Subparagraph (A)
shall not apply to qualified tuition and rel ated
expenses paid during a taxable year if such expenses are
in connection with an academ c term begi nning during
such taxabl e year or during the first 3 nonths of the
next taxable year

"7 (4) <<NOTE: Applicability.>> No deduction for married
i ndividuals filing separate returns.--If the taxpayer is a
married individual (within the meaning of section 7703), this
section shall apply only if the taxpayer and the taxpayer's
spouse file a joint return for the taxable year

"7 (5) Nonresident aliens.--1f the taxpayer is a nonresident
alien individual for any portion of the taxable year, this
section shall apply only if such individual is treated as a
resident alien of the United States for purposes of this chapter
by reason of an el ection under subsection (g) or (h) of section
6013.

"7 (6) Regul ations.--The Secretary may prescribe such
regul ati ons as may be necessary or appropriate to carry out this
section, including regulations requiring recordkeepi ng and
i nformati on reporting.

““(e) Termnation.--This section shall not apply to taxable years
begi nni ng after Decenmber 31, 2005.'"'.

(b) Deduction Allowed in Conmputing Adjusted Gross |Incone.--Section
62(a) <<NOTE: 26 USC 62.>> s anmended by inserting after paragraph (17)
the foll ow ng:

"7 (18) Higher education expenses.--The deduction allowed by
section 222.'".

(c) Conform ng Arendnents. --
(1) Sections 86(b)(2), 135(c)(4), 137(b)(3), and 219(g)(3)
are each amended by inserting ~"~222,'' after ~"221,'".



(2) Section 221(b)(2)(C) is amended by inserting ~ 222,''
before ~"911'".

(3) Section 469(i)(3)(F) is amended by striking ~“and 221"’
and inserting ~°, 221, and 222'"'.

(4) The table of sections for part VIl of subchapter B of
chapter 1 is anended by striking the itemrelating to section
222 and inserting the foll ow ng:

"TSec. 222. Qualified tuition and rel ated expenses.
" Sec. 223. Cross reference.''.
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(d) <<NOTE: Applicability. 26 USC 62 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to paynments made in taxable
years beginning after Decenber 31, 2001.

TI TLE V--ESTATE, G FT, AND GENERATI ON- SKI PPI NG TRANSFER TAX PROVI SI ONS
Subtitle A--Repeal of Estate and CGeneration-Ski pping Transfer Taxes
SEC. 501. REPEAL OF ESTATE AND GENERATI ON- SKI PPI NG TRANSFER TAXES.

(a) Estate Tax Repeal .--Subchapter C of chapter 11 of subtitle B
(relating to miscellaneous) is anended by adding at the end the
foll owi ng new secti on:

T SEC. 2210. TERM NATI ON.

““(a) In General.--Except as provided in subsection (b), this
chapter shall not apply to the estates of decedents dying after Decenber
31, 2009.

" (b) Certain Distributions From Qualified Donestic Trusts.--1n
appl yi ng section 2056A with respect to the surviving spouse of a
decedent dying before January 1, 2010--

"7 (1) section 2056A(b)(1)(A) shall not apply to
di stributions made after Decenber 31, 2020, and

"7 (2) section 2056A(b)(1)(B) shall not apply after Decenber
31, 2009.'"'.

(b) Generation-Skipping Transfer Tax Repeal.--Subchapter G of
chapter 13 of subtitle B (relating to administration) is anended by
addi ng at the end the foll owi ng new section:

T SEC. 2664. TERM NATI ON.

"“This chapter shall not apply to generation-skipping transfers
after Decenmber 31, 2009.''.
(c) Conform ng Arendnents. - -
(1) The table of sections for subchapter C of chapter 11 is
anended by adding at the end the following newitem
“Sec. 2210. Term nation.''.

(2) The table of sections for subchapter G of chapter 13 is
anmended by adding at the end the following newitem
T Sec. 2664. Termination.''.

(d) <<NOTE: Applicability. 26 USC 2210 note.>> Effective Date.--The
anendnents nmade by this section shall apply to the estates of decedents
dyi ng, and generation-skipping transfers, after Decenber 31, 2009.
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Subtitle B--Reductions of Estate and G ft Tax Rates
SEC. 511. ADDI TI ONAL REDUCTI ONS OF ESTATE AND G FT TAX RATES.

(a) Maxi mum Rate of Tax Reduced to 50 Percent.--The table contained
in section 2001(c) (1) <<NOTE: 26 USC 2001.>> is anended by striking the
two hi ghest brackets and inserting the follow ng:

“Over $2,500,000..... $1, 025,800, plus 50% of the excess over
$2, 500, 000."'".

(b) Repeal of Phaseout of G aduated Rates.--Subsection (c) of
section 2001 is anended by striking paragraph (2).

(c) Additional Reductions of Maxi mum Rate of Tax.--Subsection (c) of
section 2001, as anended by subsection (b), is amended by addi ng at the
end the follow ng new paragraph:

"7 (2) Phasedown of maximumrate of tax.--

" (A) <<NOTE: Regulations.>> 1In general.--1n the
case of estates of decedents dying, and gifts made, in
cal endar years after 2002 and before 2010, the tentative
tax under this subsection shall be determ ned by using a
tabl e prescribed by the Secretary (in lieu of using the
tabl e contained in paragraph (1)) which is the sane as
such table; except that--

(i) the maximumrate of tax for any cal endar

year shall be determi ned in the table under

subpar agraph (B), and
“T(ii) the brackets and the anmpunts setting

forth the tax shall be adjusted to the extent

necessary to reflect the adjustments under

subpar agraph (A).

“(B) Maximumrate. --

““In cal endar year: Fat e IS .
2003 49 percent
2004 48 percent
2005 47 percent
2006 46 percent
2007, 2008, and 2009 45 percent.'"'.

(d) Maxi mum G ft Tax Rate Reduced to Maximum | ndivi dual Rate After
2009. - - Subsection (a) of section 2502 (relating to rate of tax) is
amended to read as foll ows:

"“(a) Conputation of Tax.--

"7(1) In general.--The tax inposed by section 2501 for each
cal endar year shall be an anmount equal to the excess of--
""(A) a tentative tax, conputed under paragraph (2),
on the aggregate sum of the taxable gifts for such
cal endar year and for each of the precedi ng cal endar
peri ods, over
"T(B) a tentative tax, conmputed under paragraph (2),
on the aggregate sum of the taxable gifts for each of
t he precedi ng cal endar peri ods.
"7(2) Rate schedule.--

"TIf the amount with respeThe tentative tax is:
which the tentative tax to
be conputed is:
Not over $10,000...... 18% of such anount.



Over $10, 000 but not 0%$1, 800, plus 20% of the excess over $10, 000.
$20, 000.
Over $20, 000 but not 0%$3, 800, plus 22% of the excess over $20, 000.
$40, 000.
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Over $40, 000 but not 0%$8, 200, plus 24% of the excess over $40, 000.

$60, 000.

Over $60, 000 but not 0$13, 000, plus 26% of the excess over $60, 000.
$80, 000.

Over $80, 000 but not 0%$18,200, plus 28% of the excess over $80, 000.
$100, 000.

Over $100, 000 but not $23,800, plus 30% of the excess over $100, 000.
$150, 000.

Over $150, 000 but not $38, 800, plus 32% of the excess over $150, 000.
$250, 000.

Over $250, 000 but not $70, 800, plus 34% of the excess over $250, 000.
$500, 000.

Over $500,000......... $155, 800, plus 35% of the excess over

$500, 000. "' .

(e) Treatnment of Certain Transfers in <<NOTE: 26 USC
2511.>> Trust.--Section 2511 (relating to transfers in general) is
anmended by adding at the end the follow ng new subsection

"7 (c) Treatment of Certain Transfers in Trust.--Notw thstandi ng any
ot her provision of this section and except as provided in regul ations, a
transfer in trust shall be treated as a taxable gift under section 2503,
unl ess the trust is treated as wholly owned by the donor or the donor's
spouse under subpart E of part | of subchapter J of chapter 1.''.

(f ) Effective Dates.-- <<NOTE: Applicability. 26 USC 2001
note. 26 USC 2001 note. 26 USC 2502 note.>>

26 USC
2001 note.

26 USC
2001 note.

26 USC
2502 not e.
(1) Subsections (a) and (b).--The amendnents nade by
subsections (a) and (b) shall apply to estates of decedents
dyi ng, and gifts made, after Decenber 31, 2001
(2) Subsection (c).--The amendnent nmade by subsection (c)
shall apply to estates of decedents dying, and gifts nade, after
Decenber 31, 2002.
(3) Subsections (d) and (e).--The amendnments made by
subsections (d) and (e) shall apply to gifts nade after Decenber
31, 2009.

Subtitle C--lIncrease in Exenption Amounts

SEC. 521. | NCREASE | N EXEMPTI ON EQUI VALENT OF UNI FI ED CREDI T, LI FETI ME
Gl FTS EXEMPTI ON, AND GST EXEMPTI ON AMOUNTS

(a) I'n General.--Subsection (c) of section 2010 (relating to
applicable credit amount) is anmended by striking the table and inserting
the follow ng new table:

““In the case of estates of decedents The applicabl e
dyi ng during: excl usi on amount is:
2002 and 2003. .. ... . .. $1, 000, 000



2004 and 2005....... ... . . . ... $1, 500, 000
2006, 2007, and 2008....................... $2, 000, 000
20009, . . $3, 500, 000. "' " .

(b) Lifetine Gft Exenption Increased to $1, 000, 000. - -

(1) For periods before estate tax repeal.--Paragraph (1) of
section 2505(a) (relating to unified credit against gift tax) is
anmended by inserting ~“(determined as if the applicable
excl usi on anpbunt were $1, 000,000)'' after " "calendar year''.

(2) For periods after estate tax repeal.--Paragraph (1) of
section 2505(a) (relating to unified credit against gift
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tax), as amended by paragraph (1), is anended to read as
fol |l ows:

"7 (1) the anpunt of the tentative tax which would be
det ermi ned under the rate schedule set forth in section
2502(a)(2) if the ampbunt with respect to which such tentative
tax is to be computed were $1, 000, 000, reduced by'".

(c) GST Exenption.--

(1) I'n general.--Subsection (a) of 2631 <<NOTE: 26 USC
2631.>> (relating to GST exenption) is anmended by striking ~° of
$1, 000, 000'' and inserting " anmount''.

(2) Exenption anount.--Subsection (c) of section 2631 is
amended to read as foll ows:

"“(c) GST Exenption Anpunt.--For purposes of subsection (a), the GST
exenption anmount for any cal endar year shall be equal to the applicable
excl usi on anmount under section 2010(c) for such cal endar year.''.

(d) Repeal of Special Benefit for Fami|y-Omed Business Interests.--
Section 2057 (relating to fam |y-owned business interests) is anmended by
addi ng at the end the foll owi ng new subsecti on:

"( j) Termination.--This section shall not apply to the estates of
decedents dying after Decenber 31, 2003.'"'.

(e) <<NOTE: Applicability. 26 USC 2010 note.>> Effective Dates.--

(1) I'n general.--Except as provided in paragraphs (2) and
(3), the amendnments made by this section shall apply to estates
of decedents dying, and gifts nade, after Decenber 31, 2001

(2) Subsection (b)(2).--The anmendnments made by subsecti on
(b)(2) shall apply to gifts nmade after Decenmber 31, 2009.

(3) Subsections (c) and (d).--The amendnents nade by
subsections (c) and (d) shall apply to estates of decedents
dyi ng, and generation-skipping transfers, after Decenber 31,
2003.

Subtitle D--Credit for State Death Taxes
SEC. 531. REDUCTI ON OF CREDI T FOR STATE DEATH TAXES.

(a) I'n General.--Section 2011(b) (relating to anount of credit) is
amended- -
(1) by striking "~ Credit.--The credit allowed' ' and
inserting " Credit.--
""(1) In general.--Except as provided in paragraph (2), the
credit allowed ',
(2) by striking "~ For purposes'' and inserting the

foll owi ng:
"7 (3) Adjusted taxable estate.--For purposes'', and
(3) by inserting after paragraph (1) the follow ng new
par agr aph:

"7 (2) Reduction of maximumcredit.--



""(A) In general.--1n the case of estates of
decedents dying after Decenber 31, 2001, the credit
allowed by this section shall not exceed the applicable
percentage of the credit otherw se determnm ned under
par agraph (1).

" (B) Applicable percentage.--

““In the case of estates of decedents The applicabl e
dyi ng during: percentage is:
2002, . 75 percent

20083, . . e 50 percent
2004, . . 25 percent.'"'.

(b) <<NOTE: Applicability. 26 USC 2011 note.>> Effective Date.--The
amendnents made by this subsection shall apply to estates of decedents
dyi ng after Decenber 31, 2001

SEC. 532. CREDIT FOR STATE DEATH TAXES REPLACED W TH DEDUCTI ON FOR SUCH
TAXES.

(a) Repeal of Credit.--Section 2011 <<NOTE: 26 USC 2011. >>
(relating to credit for State death taxes) is amended by adding at the
end the foll ow ng new subsection:

""(g) Termination.--This section shall not apply to the estates of
decedents dying after Decenber 31, 2004.'"'.

(b) Deduction for State Death Taxes.--Part |V of subchapter A of
chapter 11 is amended by adding at the end the foll owi ng new section

" SEC. 2058. STATE DEATH TAXES.

““(a) Allowance of Deduction.--For purposes of the tax inposed by
section 2001, the value of the taxable estate shall be determ ned by
deducting fromthe value of the gross estate the amount of any estate,

i nheritance, |egacy, or succession taxes actually paid to any State or
the District of Colunmbia, in respect of any property included in the
gross estate (not including any such taxes paid with respect to the
estate of a person other than the decedent).

" (b) Period of Limtations.--The deduction allowed by this section
shall include only such taxes as were actually paid and deduction
t herefor claimed before the |ater of--

"7 (1) 4 years after the filing of the return required by
section 6018, or
TT(2) if--

""(A) a petition for redeterm nation of a deficiency
has been filed with the Tax Court within the tine
prescribed in section 6213(a), the expiration of 60 days
after the decision of the Tax Court becones final

"7 (B) an extension of tine has been granted under
section 6161 or 6166 for paynment of the tax shown on the
return, or of a deficiency, the date of the expiration
of the period of the extension, or

""(C) aclaimfor refund or credit of an overpaynent
of tax inposed by this chapter has been filed within the
time prescribed in section 6511, the |atest of the
expiration of--

““(i) 60 days fromthe date of mailing by
certified mail or registered mail by the Secretary
to the taxpayer of a notice of the disallowance of
any part of such claim



T (ii) 60 days after a decision by any court
of conpetent jurisdiction becones final with
respect to a tinely suit instituted upon such
claim or

(i) 2 years after a notice of the waiver
of disallowance is filed under section 6532(a)(3).

Not wi t hst andi ng sections 6511 and 6512, refund based on the deduction
may be made if the claimfor refund is filed within the period provided
in the preceding sentence. Any such refund shall be made without
interest.'".

(c) Conform ng Arendnents. - -
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(1) Subsection (a) of section 2012 <<NOTE: 26 USC 2012.>>
is amended by striking ““the credit for State death taxes
provi ded by section 2011 and''

(2) Subparagraph (A) of section 2013(c)(1) is anended by
striking " 2011,"'".

(3) Paragraph (2) of section 2014(b) is amended by striking

T, 2011,'".

(4) Sections 2015 and 2016 are each anended by striking
72011 or''.

(5) Subsection (d) of section 2053 is anended to read as
fol |l ows:

"7 (d) Certain Foreign Death Taxes. --

"7(1) <<NOTE: Regul ations.>> 1In general.--Notwthstanding
the provisions of subsection (c)(1)(B), for purposes of the tax
i nposed by section 2001, the value of the taxable estate may be
determined, if the executor so elects before the expiration of
the period of Iimtation for assessnent provided in section
6501, by deducting fromthe value of the gross estate the anmpunt
(as determ ned in accordance with regul ati ons prescribed by the
Secretary) of any estate, succession, |egacy, or inheritance tax
i mposed by and actually paid to any foreign country, in respect
of any property situated within such foreign country and
included in the gross estate of a citizen or resident of the
United States, upon a transfer by the decedent for public,
charitable, or religious uses described in section 2055. The
determ nation under this paragraph of the country wi thin which
property is situated shall be nmade in accordance with the rules
appl i cabl e under subchapter B (sec. 2101 and followi ng) in
deternmi ni ng whether property is situated within or w thout the
United States. Any election under this paragraph shall be
exercised in accordance with regul ati ons prescribed by the
Secretary.

"7(2) Condition for allowance of deduction.--No deduction
shal |l be all owed under paragraph (1) for a foreign death tax
speci fied therein unless the decrease in the tax inposed by
section 2001 which results fromthe deduction provided in
paragraph (1) will inure solely for the benefit of the public,
charitable, or religious transferees described in section 2055
or section 2106(a)(2). In any case where the tax inmposed by
section 2001 is equitably apportioned anong all the transferees
of property included in the gross estate, including those
described in sections 2055 and 2106(a)(2) (taking into account
any exenptions, credits, or deductions allowed by this chapter),
in determning such decrease, there shall be disregarded any
decrease in the Federal estate tax which any transferees other
than those described in sections 2055 and 2106(a)(2) are
required to pay.



"7 (3) Effect on credit for foreign death taxes of deduction
under this subsection.--

""(A) Election.--An election under this subsection
shal |l be deemed a waiver of the right to claima credit,
agai nst the Federal estate tax, under a death tax
convention with any foreign country for any tax or
portion thereof in respect of which a deduction is taken
under this subsection.

"7 (B) Cross reference. --

" " See section 2014(f ) for the effect of a deduction
taken under this paragraph on the credit for foreign
death taxes.''.

(6) Subparagraph (A) of section 2056A(b)(10) is anended- -
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(A by striking "~ 2011,'', and
(B) by inserting ~~2058,'"' after " 2056,"'".
(7)(A) Subsection (a) of section 2102 <<NOTE: 26 USC
2102.>> is anmended to read as follows:

““(a) In General.--The tax inposed by section 2101 shall be credited
with the anmounts determ ned in accordance with sections 2012 and 2013
(relating to gift tax and tax on prior transfers).'"'.

(B) Section 2102 is anended by striking subsection (b) and
by redesi gnating subsection (c) as subsection (b).

(C) Section 2102(b)(5) (as redesignated by subparagraph (B))
and section 2107(c)(3) are each anended by striking “~2011 to
2013, inclusive,'' and inserting ~" 2012 and 2013""'

(8) Subsection (a) of section 2106 is anmended by addi ng at
the end the foll owi ng new paragraph

"7 (4) State death taxes.--The ampunt which bears the sanme
ratio to the State death taxes as the value of the property, as
determ ned for purposes of this chapter, upon which State death
taxes were paid and which is included in the gross estate under
section 2103 bears to the value of the total gross estate under
section 2103. For purposes of this paragraph, the term State
death taxes' means the taxes described in section 2011(a)."'".

(9) Section 2201 is anended- -

(A) by striking “~“as defined in section 2011(d)""'
and

(B) by adding at the end the follow ng new flush
sent ence:

" " For purposes of this section, the additional estate tax is the
di fference between the tax inposed by section 2001 or 2101 and the
amount equal to 125 percent of the maxi mum credit provided by section
2011(b), as in effect before its repeal by the Economc Growth and Tax
Rel i ef Reconciliation Act of 2001.''.
(10) Section 2604 (relating to credit for certain State
taxes) is anmended by adding at the end the followi ng new
subsecti on:

"7(c) Termination.--This section shall not apply to the generation-
ski pping transfers after Decenber 31, 2004.''.

(11) Paragraph (2) of section 6511(i) is anmended by striking
©72011(c), 2014(b),'" and inserting "~ 2014(b)"’

(12) Subsection (c) of section 6612 is anended by striking
““section 2011(c) (relating to refunds due to credit for State
taxes),'".

(13) The table of sections for part Il of subchapter A of
chapter 11 is amended by striking the itemrelating to section



2011.

(14) The table of sections for part IV of subchapter A of
chapter 11 is amended by adding at the end the foll owi ng new
item

"Sec. 2058. State death taxes.''.

(15) The table of sections for subchapter A of chapter 13 is
anmended by striking the itemrelating to section 2604.

(d) <<NOTE: Applicability. 26 USC 2011 note.>> Effective Date.--The
anmendnents made by this section shall apply to estates of decedents
dyi ng, and generation-skipping transfers, after Decenber 31, 2004.
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Subtitle E--Carryover Basis at Death; Other Changes Taking Effect Wth
Repea

SEC. 541. TERM NATI ON OF STEP-UP I N BASI S AT DEATH

Section 1014 <<NOTE: 26 USC 1014.>> (relating to basis of property
acquired from a decedent) is anended by adding at the end the foll ow ng
new subsecti on:

“T(f ) Termination.--This section shall not apply with respect to
decedents dying after Decenber 31, 2009.'"'.

SEC. 542. TREATMENT OF PROPERTY ACQUI RED FROM A DECEDENT DYI NG AFTER
DECEMBER 31, 2009.

(a) Ceneral Rule.--Part Il of subchapter O of chapter 1 (relating to
basis rules of general application) is amended by inserting after
section 1021 the foll owi ng new section:

"TSEC. 1022. TREATMENT OF PROPERTY ACQUI RED FROM A DECEDENT DYI NG AFTER
DECEMBER 31, 2009.

“(a) In General.--Except as otherwi se provided in this section--
"7 (1) property acquired froma decedent dying after Decenber
31, 2009, shall be treated for purposes of this subtitle as
transferred by gift, and
"7 (2) the basis of the person acquiring property fromsuch a
decedent shall be the | esser of--
" (A) the adjusted basis of the decedent, or
"7 (B) the fair market value of the property at the
date of the decedent's death.

"(b) Basis Increase for Certain Property.--

"7(1) In general.--In the case of property to which this
subsection applies, the basis of such property under subsection
(a) shall be increased by its basis increase under this
subsecti on.

"7 (2) Basis increase.--For purposes of this subsection--

""(A) In general.--The basis increase under this
subsection for any property is the portion of the
aggregate basis increase which is allocated to the
property pursuant to this section

"7 (B) Aggregate basis increase.--In the case of any
estate, the aggregate basis increase under this
subsection is $1, 300, 000.

"7(C) Limt increased by unused built-in | osses and
| oss carryovers.--The limtation under subparagraph (B)
shall be increased by--



"7 (i) the sum of the ampunt of any capita
| oss carryover under section 1212(b), and the
anount of any net operating |oss carryover under
section 172, which would (but for the decedent's
death) be carried fromthe decedent's |ast taxable
year to a later taxable year of the decedent, plus
T (ii) the sum of the ampbunt of any | osses
t hat woul d have been al |l owabl e under section 165
if the property acquired fromthe decedent had
been sold at fair market value i medi ately before
t he decedent's death.
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"7 (3) Decedent nonresidents who are not citizens of the
united states.--1n the case of a decedent nonresident not a
citizen of the United States--

" (A) paragraph (2)(B) shall be applied by
substituting "~ $60, 000" for °$1,300,000', and
" (B) paragraph (2)(C shall not apply.

"“(c) Additional Basis Increase for Property Acquired by Surviving
Spouse. - -

(1) In general.--1n the case of property to which this
subsection applies and which is qualified spousal property, the
basis of such property under subsection (a) (as increased under
subsection (b)) shall be increased by its spousal property basis
i ncrease.

" (2) Spousal property basis increase.--For purposes of this
subsecti on- -

"“(A) In general.--The spousal property basis
i ncrease for property referred to in paragraph (1) is
the portion of the aggregate spousal property basis
i ncrease which is allocated to the property pursuant to
this section.

"7 (B) Aggregate spousal property basis increase.--In
the case of any estate, the aggregate spousal property
basis increase is $3,000, 000.

"7(3) Qualified spousal property.--For purposes of this
subsection, the term qualified spousal property' neans--

" (A) outright transfer property, and

“T(B) qualified term nable interest property.

"7 (4) CQutright transfer property.--For purposes of this
subsecti on- -

""(A) In general.--The term “outright transfer
property' means any interest in property acquired from
t he decedent by the decedent's surviving spouse.

"7 (B) Exception.--Subparagraph (A) shall not apply
where, on the | apse of time, on the occurrence of an
event or contingency, or on the failure of an event or
contingency to occur, an interest passing to the
surviving spouse will termnate or fail--

TT(i)(1) if an interest in such property
passes or has passed (for |ess than an adequate
and full consideration in noney or noney's worth)
fromthe decedent to any person other than such
surviving spouse (or the estate of such spouse),
and

(1) if by reason of such passing such
person (or his heirs or assigns) nmay possess or
enjoy any part of such property after such
termnation or failure of the interest so passing
to the surviving spouse, or



"S(ii) if such interest is to be acquired for
the surviving spouse, pursuant to directions of
the decedent, by his executor or by the trustee of

a trust.
For purposes of this subparagraph, an interest shall not
be considered as an interest which will term nate or

fail merely because it is the ownership of a bond, note,
or simlar contractual obligation, the discharge of
whi ch woul d not have the effect of an annuity for life
or for aterm

""(O Interest of spouse conditional on survival for
limted period.--For purposes of this paragraph, an
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i nterest passing to the surviving spouse shall not be

considered as an interest which will termnate or fai
on the death of such spouse if--
"7 (i) such death will cause a term nation or

failure of such interest only if it occurs within
a period not exceeding 6 nonths after the
decedent's death, or only if it occurs as a result
of a common disaster resulting in the death of the
decedent and the surviving spouse, or only if it
occurs in the case of either such event, and

"7 (ii) such termnation or failure does not in
fact occur.

"7(5) Qualified term nable interest property.--For purposes
of this subsection--

""(A) In general.--The term qualified term nable
interest property' means property--

" (i) which passes fromthe decedent, and

“T(ii) in which the surviving spouse has a
qualifying income interest for life.

"7 (B) Qualifying inconme interest for life.--The
surviving spouse has a qualifying inconme interest for
life if--

(i) the surviving spouse is entitled to al
the income fromthe property, payable annually or
at nore frequent intervals, or has a usufruct
interest for life in the property, and

““(ii) no person has a power to appoint any
part of the property to any person other than the
survi ving spouse.

Clause (ii) shall not apply to a power exercisable only
at or after the death of the surviving spouse. To the
extent provided in regulations, an annuity shall be
treated in a manner similar to an incone interest in
property (regardl ess of whether the property from which
the annuity is payable can be separately identified).

"7(C) Property includes interest therein.--The term
“property' includes an interest in property.

" (D) Specific portion treated as separate
property.--A specific portion of property shall be
treated as separate property. For purposes of the
precedi ng sentence, the term specific portion' only
i ncludes a portion deternmined on a fractional or
per cent age basi s.

"7 (d) Definitions and Special Rules for Application of Subsections
(b) and (c).--
"7 (1) Property to which subsections (b) and (c) apply.--
""(A) In general.--The basis of property acquired



froma decedent nay be increased under subsection (b) or
(c) only if the property was owned by the decedent at
the tine of death.
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years

"(B) Rules relating to ownership.--

“T(i) Jointly held property.--In the case of

property which was owned by the decedent and

anot her person as joint tenants with right of

survivorship or tenants by the entirety--

(1) if the only such other person

is the surviving spouse, the decedent
shall be treated as the owner of only 50
percent of the property,

“T(1'l) in any case (to which
subcl ause (1) does not apply) in which
t he decedent furnished consideration for
the acquisition of the property, the
decedent shall be treated as the owner
to the extent of the portion of the
property which is proportionate to such
consi deration, and

“T(1'11) in any case (to which
subcl ause (1) does not apply) in which
the property has been acquired by gift,
bequest, devise, or inheritance by the
decedent and any other person as joint
tenants with right of survivorship and
their interests are not otherw se
specified or fixed by law, the decedent
shall be treated as the owner to the
extent of the value of a fractional part
to be determ ned by dividing the val ue
of the property by the nunber of joint
tenants with right of survivorship

" (ii) Revocable trusts.--The decedent shal
be treated as owning property transferred by the
decedent during life to a qualified revocable
trust (as defined in section 645(b)(1)).

T (iii) Powers of appointnent.--The decedent
shall not be treated as owni ng any property by
reason of holding a power of appointnent with
respect to such property.

"7 (iv) Community property.--Property which
represents the surviving spouse's one-half share
of conmunity property held by the decedent and the
survi ving spouse under the comrunity property |aws
of any State or possession of the United States or
any foreign country shall be treated for purposes
of this section as owned by, and acquired from
t he decedent if at |east one-half of the whole of
the community interest in such property is treated
as owned by, and acquired from the decedent
wi thout regard to this clause.

"(C) Property acquired by decedent by gift within 3

of death. --

“T(i) In general.--Subsections (b) and (c)
shall not apply to property acquired by the
decedent by gift or by inter vivos transfer for
| ess than adequate and full consideration in noney
or noney's worth during the 3-year period ending
on the date of the decedent's death.



“T(ii) Exception for certain gifts from
spouse. --Clause (i) shall not apply to property
acquired by the decedent fromthe decedent's
spouse unl ess, during such 3-year period, such
spouse acquired the property in whole or in part
by gift or by inter vivos transfer for |ess than
adequate and full consideration in noney or
noney's worth.

(D) Stock of certain entities.--Subsections (h)
and (c) shall not apply to--

(i) stock or securities of a foreign
personal hol di ng conpany,

“T(ii) stock of a DI SC or former DI SC

“T(iii) stock of a foreign investnent conpany,
or
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T (iv) stock of a passive foreign investnent
conmpany unl ess such conpany is a qualified
el ecting fund (as defined in section 1295) with
respect to the decedent.

"7 (2) Fair market value limtation.--The adjustnments under
subsections (b) and (c) shall not increase the basis of any
interest in property acquired fromthe decedent above its fair
mar ket value in the hands of the decedent as of the date of the
decedent's deat h.

"7 (3) Allocation rules.--

""(A) In general.--The executor shall allocate the
adj ust ment s under subsections (b) and (c) on the return
requi red by section 6018.

" (B) Changes in allocation.--Any allocation made
pursuant to subparagraph (A) may be changed only as
provi ded by the Secretary.

"7 (4) Inflation adjustnent of basis adjustnment amounts.--

""(A) In general.--1n the case of decedents dying in
a cal endar year after 2010, the $1, 300,000, $60,000, and
$3, 000, 000 dol I ar amounts in subsections (b) and
(c)(2)(B) shall each be increased by an amount equal to
t he product of--

" (i) such dollar amount, and

“T(ii) the cost-of-living adjustnent
determ ned under section 1(f )(3) for such
cal endar year, determ ned by substituting 2009
for 1992' in subparagraph (B) thereof.

"7 (B) Rounding.--1f any increase determnm ned under
subpar agraph (A) is not a nmultiple of--

“T(i) $100,000 in the case of the $1, 300, 000
anmount ,
“T(ii) $5,000 in the case of the $60, 000
amount, and
“Y(iii) $250,000 in the case of the $3,000, 000
amount ,
such increase shall be rounded to the next | owest
mul tipl e thereof.

““(e) Property Acquired Fromthe Decedent.--For purposes of this
section, the follow ng property shall be considered to have been
acquired fromthe decedent:

"7 (1) Property acquired by bequest, devise, or inheritance,
or by the decedent's estate fromthe decedent.

"7 (2) Property transferred by the decedent during his
lifetime--



""(A) to a qualified revocable trust (as defined in
section 645(b)(1)), or
"T(B) to any other trust with respect to which the
decedent reserved the right to nmake any change in the
enj oyment thereof through the exercise of a power to
alter, amend, or term nate the trust.
"7 (3) Any other property passing fromthe decedent by reason
of death to the extent that such property passed wi thout
consi derati on.

“'(f ) Coordination Wth Section 691.--This section shall not apply
to property which constitutes a right to receive an item of income in
respect of a decedent under section 691

"7(g) Certain Liabilities Disregarded.--
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"7(1) In general.--1n determ ning whether gain is recogni zed
on the acquisition of property--
""(A) froma decedent by a decedent's estate or any
beneficiary other than a tax-exenpt beneficiary, and
"7 (B) fromthe decedent's estate by any beneficiary
ot her than a tax-exenpt beneficiary,
and in determ ning the adjusted basis of such property,
liabilities in excess of basis shall be disregarded.
"7 (2) Tax-exenpt beneficiary.--For purposes of paragraph
(1), the term “tax-exenpt beneficiary' nmeans--
""(A) the United States, any State or politica
subdi vi si on thereof, any possession of the United
States, any Indian tribal government (wi thin the neaning
of section 7871), or any agency or instrumentality of
any of the foregoing,
" (B) an organi zation (other than a cooperative
described in section 521) which is exenpt fromtax
i mposed by chapter 1,
"7 (C) any foreign person or entity (within the
meani ng of section 168(h)(2)), and
"'(D) to the extent provided in regulations, any
person to whom property is transferred for the principa
pur pose of tax avoi dance.

" (h) Regulations.--The Secretary shall prescribe such regul ations
as may be necessary to carry out the purposes of this section.''.
(b) I'nformation Returns, Etc.--
(1) Large transfers at death.--So nmuch of subpart C of part
Il of subchapter A of chapter 61 as precedes section 6019 is
amended to read as foll ows:

" Subpart C--Returns Relating to Transfers During Life or at Death
""Sec. 6018. Returns relating to large transfers at
deat h.

“Sec. 6019. G ft tax returns.

" SEC. 6018. RETURNS RELATI NG TO LARGE TRANSFERS AT DEATH

““(a) In General.--1f this section applies to property acquired from
a decedent, the executor of the estate of such decedent shall nmake a
return containing the information specified in subsection (c) with
respect to such property.
" (b) Property to Wiich Section Applies.--
"7 (1) Large transfers.--This section shall apply to al
property (other than cash) acquired froma decedent if the fair



mar ket val ue of such property acquired fromthe decedent exceeds
t he dol | ar amount applicable under section 1022(b)(2)(B)
(wi thout regard to section 1022(b)(2)(C)).

"7(2) Transfers of certain gifts received by decedent within
3 years of death.--This section shall apply to any appreciated
property acquired fromthe decedent if--

" (A) subsections (b) and (c) of section 1022 do not
apply to such property by reason of section
1022(d) (1) (O, and

"7 (B) such property was required to be included on a
return required to be filed under section 6019.

"7(3) Nonresidents not citizens of the united states.--1In
the case of a decedent who is a nonresident not a citizen of the
United States, paragraphs (1) and (2) shall be applied--
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"(A) by taking into account only--
T (i) tangible property situated in the United
States, and
“T(ii) other property acquired fromthe
decedent by a United States person, and
"(B) by substituting the dollar amount applicable
under section 1022(b)(3) for the dollar amunt referred
to in paragraph (1).

"7 (4) Returns by trustees or beneficiaries.--If the executor
is unable to nake a conplete return as to any property acquired
fromor passing fromthe decedent, the executor shall include in
the return a description of such property and the nane of every
person hol ding a | egal or beneficial interest therein. Upon
notice fromthe Secretary, such person shall in |ike manner nmake
a return as to such property.

““(c) Information Required To Be Furni shed.--The information
specified in this subsection with respect to any property acquired from
t he decedent is--

"7 (1) the nanme and TIN of the recipient of such property,

"*(2) an accurate description of such property,

"7 (3) the adjusted basis of such property in the hands of
t he decedent and its fair market value at the tine of death,

"7 (4) the decedent's holding period for such property,

"7 (5) sufficient information to determ ne whether any gain
on the sale of the property would be treated as ordinary incone,

"7 (6) the ampunt of basis increase allocated to the property
under subsection (b) or (c) of section 1022, and

"7 (7) such other information as the Secretary nay by
regul ati ons prescri be.

"7 (d) <<NOTE: Applicability.>> Property Acquired From Decedent. --
For purposes of this section, section 1022 shall apply for purposes of
determining the property acquired from a decedent.

““(e) Statenments To Be Furnished to Certain Persons.--Every person
required to make a return under subsection (a) shall furnish to each
person whose nane is required to be set forth in such return (other than
the person required to make such return) a witten statenent show ng--

"7(1) the name, address, and phone nunber of the person
required to make such return, and

"7 (2) the information specified in subsection (c) with
respect to property acquired from or passing from the decedent
to the person required to receive such statenment.

The <<NOTE: Deadline.>> witten statenment required under the preceding



sentence shall be furnished not [ater than 30 days after the date that
the return required by subsection (a) is filed."'".
(2) Gfts.--Section 6019 <<NOTE: 26 USC 6019.>> (relating
to gift tax returns) is anended--
(A) by striking “"Any individual'' and inserting
““(a) In General.--Any individual'', and
(B) by adding at the end the follow ng new
subsecti on:

T (b) Statenents To Be Furnished to Certain Persons.--Every person
required to make a return under subsection (a) shall furnish to each
person whose nane is required to be set forth in such return (other than
the person required to make such return) a witten statenent show ng--

(1) the nane, address, and phone nunber of the person
required to make such return, and
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"7 (2) the information specified in such return with respect
to property received by the person required to receive such
stat ement.

The <<NOTE: Deadline.>> witten statenment required under the preceding
sentence shall be furnished not |ater than 30 days after the date that
the return required by subsection (a) is filed.'".
(3) Time for filing section 6018 returns. --
(A) Returns relating to large transfers at death. --
Subsection (a) of section 6075 <<NOTE: 26 USC 6075.>>
is amended to read as follows:

"“(a) Returns Relating to Large Transfers at Death.--The return
requi red by section 6018 with respect to a decedent shall be filed with
the return of the tax inposed by chapter 1 for the decedent's | ast
taxabl e year or such later date specified in regul ations prescribed by
the Secretary.''.

(B) Conforming anmendnents. --Paragraph (3) of section
6075(b) is anmended- -
(i) by striking ““estate tax return'' in the
headi ng and inserting "~ "section 6018 return'', and
(i1) by striking ““(relating to estate tax
returns)'' and inserting " (relating to returns
relating to large transfers at death)''
(4) Penalties.--Part | of subchapter B of chapter 68
(relating to assessable penalties) is amended by addi ng at the
end the follow ng new section:

"TSEC. 6716. FAILURE TO FI LE | NFORMATI ON W TH RESPECT TO CERTAI N
TRANSFERS AT DEATH AND G FTS.

““(a) Information Required To Be Furnished to the Secretary.--Any
person required to furnish any information under section 6018 who fails
to furnish such information on the date prescribed therefor (determ ned
with regard to any extension of time for filing) shall pay a penalty of
$10, 000 ($500 in the case of information required to be furni shed under
section 6018(b)(2)) for each such failure.

"“(b) Information Required To Be Furnished to Beneficiaries.--Any
person required to furnish in witing to each person described in
section 6018(e) or 6019(b) the information required under such section
who fails to furnish such information shall pay a penalty of $50 for
each such failure.

" (c) Reasonabl e Cause Exception.--No penalty shall be inposed under
subsection (a) or (b) with respect to any failure if it is shown that
such failure is due to reasonabl e cause.



"7 (d) Intentional Disregard.--If any failure under subsection (a) or
(b) is due to intentional disregard of the requirements under sections
6018 and 6019(b), the penalty under such subsection shall be 5 percent
of the fair market value (as of the date of death or, in the case of
section 6019(b), the date of the gift) of the property with respect to
which the information is required.

““(e) Deficiency Procedures Not To Apply.--Subchapter B of chapter
63 (relating to deficiency procedures for incone, estate, gift, and
certain excise taxes) shall not apply in respect of the assessment or
collection of any penalty inposed by this section.'"'.

(5) Cderical amendnents. --

[[ Page 115 STAT. 84]]

(A) The table of sections for part | of subchapter B
of chapter 68 is anended by adding at the end the
following newitem
""Sec. 6716. Failure to file information with respect to

certain transfers at death and gifts.'"'.

(B) The itemrelating to subpart Cin the table of
subparts for part Il of subchapter A of chapter 61 is
anmended to read as foll ows:

" Subpart C. Returns relating to transfers during life
or at death.''.

(c) Exclusion of Gain on Sale of Principal Residence Made Avail abl e
to Heir of Decedent in Certain Cases.--Subsection (d) of section
121 <<NOTE: 26 USC 121.>> (relating to exclusion of gain from sale of
principal residence) is amended by adding at the end the follow ng new
par agr aph:
"7 (9) Property acquired from a decedent.--The excl usion
under this section shall apply to property sold by--
" (A) the estate of a decedent,
"7 (B) any individual who acquired such property from
the decedent (within the nmeaning of section 1022), and
"7 (C) a trust which, immediately before the death of
the decedent, was a qualified revocable trust (as
defined in section 645(b)(1)) established by the
decedent,
determ ned by taking into account the ownership and use by the
decedent.''.

(d) Transfers of Appreciated Carryover Basis Property To Satisfy
Pecuni ary Bequest. - -

(1) I'n general.--Section 1040 (relating to transfer of
certain farm etc., real property) is anended to read as
fol |l ows:

T SEC. 1040. USE OF APPRECI ATED CARRYOVER BASI S PROPERTY TO SATI SFY
PECUNI ARY BEQUEST.

““(a) In General.--1f the executor of the estate of any decedent
satisfies the right of any person to receive a pecuniary bequest with
appreci ated property, then gain on such exchange shall be recognized to
the estate only to the extent that, on the date of such exchange, the
fair market value of such property exceeds such value on the date of
deat h.

" (b) <<NOTE: Regulations.>> Simlar Rule for Certain Trusts.--To
the extent provided in regul ations prescribed by the Secretary, a rule
simlar to the rule provided in subsection (a) shall apply where--

"7 (1) by reason of the death of the decedent, a person has a
right to receive froma trust a specific dollar anount which is



t he equi val ent of a pecuniary bequest, and
"7(2) the trustee of a trust satisfies such right with

property.

" (c) Basis of Property Acquired in Exchange Described in Subsection
(a) or (b).--The basis of property acquired in an exchange with respect
to which gain realized is not recognized by reason of subsection (a) or
(b) shall be the basis of such property i mediately before the exchange
i ncreased by the ampbunt of the gain recognized to the estate or trust on
t he exchange.'"'.

(2) The itemrelating to section 1040 in the table of
sections for part Ill of subchapter O of chapter 1 is amended to
read as foll ows:

T Sec. 1040. Use of appreciated carryover basis property
to satisfy pecuniary bequest.''.

(e) Anendnents Related to Carryover Basis.--
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(1) Recognition of gain on transfers to nonresidents. --

(A) Subsection (a) of section 684 <<NOTE: 26 USC
684.>> 1is anended by inserting ““or to a nonresident
alien'' after “~“or trust''.

(B) Subsection (b) of section 684 is anended to read
as follows:

" (b) Exceptions.--

""(1) Transfers to certain trusts.--Subsection (a) shall not
apply to a transfer to a trust by a United States person to the
extent that any United States person is treated as the owner of
such trust under section 671

"7(2) Lifetime transfers to nonresident aliens.--Subsection
(a) shall not apply to a lifetime transfer to a nonresident
alien.'".

(C The section heading for section 684 is anended
by inserting ~“and nonresident aliens'' after
“Testates''.

(D) The itemrelating to section 684 in the table of
sections for subpart F of part | of subchapter J of
chapter 1 is anended by inserting "~ and nonresident
aliens'' after "“estates''

(2) Capital gain treatnment for inherited art work or simlar
property. --

(A) In general.--Subparagraph (C) of section
1221(a)(3) (defining capital asset) is anended by
inserting "~ (other than by reason of section 1022)'
after ~"is determned''.

(B) Coordination with section 170.--Paragraph (1) of
section 170(e) (relating to certain contributions of
ordinary inconme and capital gain property) is anended by
adding at the end the follow ng: "~ For purposes of this
par agr aph, the determ nation of whether property is a
capital asset shall be nmade without regard to the
exception contained in section 1221(a)(3)(C) for basis
det ermi ned under section 1022.'".

(3) Definition of executor.--Section 7701(a) (relating to
definitions) is anended by adding at the end the foll ow ng:

"7 (47) Executor.--The term “executor' means the executor or
adm ni strator of the decedent, or, if there is no executor or
adm ni strator appointed, qualified, and acting within the United
States, then any person in actual or constructive possession of
any property of the decedent.'"'.



(4) Certain trusts.--Subparagraph (A) of section 4947(a)(2)
is anended by inserting "~ 642(c),"'' after “"170(f )(2)(B),"'".
(5) Other anendnents.--
(A) Section 1246 is anended by striking sub-
section (e).
(B) Subsection (e) of section 1291 is amended- -
(i) by striking ““(e),''; and
(ii) by striking ~°; except that'' and al
that follows and inserting a period.
(C) Section 1296 is anmended by striking sub-
section (i).
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(6) Clerical amendnent.--The table of sections for part |
of subchapter O of chapter 1 is anmended by inserting after the
itemrelating to section 1021 the followi ng new item

"7 Sec. 1022. Treatnent of property acquired froma
decedent dying after
Decenmber 31, 2009.'"'.

(f ) Effective <<NOTE: Applicability. 26 USC 121 note.>> Date.--

(1) In general.--Except as provided in paragraph (2), the
amendments made by this section shall apply to estates of
decedents dying after Decenber 31, 2009.

(2) Transfers to nonresidents.--The amendnments nmade by
subsection (e)(1) shall apply to transfers after Decenber 31,
2009.

(3) Section 4947.--The anmendnent made by subsection (e)(4)
shall apply to deductions for taxable years beginning after
Decenber 31, 2009.

Subtitle F--Conservation Easenents
SEC. 551. EXPANSI ON OF ESTATE TAX RULE FOR CONSERVATI ON EASEMENTS.

(a) Repeal of Certain Restrictions on Where Land |Is Located. --Cl ause
(i) of section 2031(c)(8)(A) <<NOTE: 26 USC 2031.>> (defining Iand
subject to a qualified conservation easenent) is anended to read as
fol |l ows:
““(i) which is located in the United States or
any possession of the United States,''.

(b) Carification of Date for Determ ning Value of Land and
Easenment . - - Section 2031(c)(2) (defining applicable percentage) is
anended by adding at the end the foll owi ng new sentence: "~ The val ues
taken into account under the preceding sentence shall be such val ues as
of the date of the contribution referred to in paragraph (8)(B)."'".

(c) <<NOTE: Applicability. 26 USC 2031 note.>> Effective Date.--The
amendnments made by this section shall apply to estates of decedents
dyi ng after Decenber 31, 2000.

Subtitle G -Mdifications of Generation-Skipping Transfer Tax

SEC. 561. DEEMED ALLOCATI ON OF GST EXEMPTI ON TO LI FETI ME TRANSFERS TO
TRUSTS; RETROACTI VE ALLOCATI ONS.

(a) I'n Ceneral.--Section 2632 (relating to special rules for
all ocation of GST exenption) is amended by redesignating subsection (c)
as subsection (e) and by inserting after subsection (b) the follow ng
new subsecti ons:

"“(c) Deened Allocation to Certain Lifetine Transfers to GST
Trusts. --



"7(1) In general.--1f any individual nmakes an indirect skip
during such individual's lifetime, any unused portion of such
i ndi vidual's GST exenption shall be allocated to the property
transferred to the extent necessary to nake the inclusion ratio
for such property zero. If the amount of the indirect skip
exceeds such unused portion, the entire unused portion shall be
allocated to the property transferred.
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*7(2) Unused portion.--For purposes of paragraph (1), the
unused portion of an individual's GST exenption is that portion
of such exenption which has not previously been--

" (A) allocated by such individual

" (B) treated as all ocated under subsection (b) with
respect to a direct skip occurring during or before the
cal endar year in which the indirect skip is nmade, or

"7(C) treated as allocated under paragraph (1) with
respect to a prior indirect skip

"7(3) Definitions.--

" (A) Indirect skip.--For purposes of this
subsection, the term indirect skip' neans any transfer
of property (other than a direct skip) subject to the
tax i nposed by chapter 12 nade to a GST trust.

"7 (B) GST trust.--The term "GST trust' neans a trust
that could have a generation-skipping transfer with
respect to the transferor unl ess--

"T(i) the trust instrument provides that nore
than 25 percent of the trust corpus nust be
di stributed to or may be wi thdrawn by one or nore
i ndi vi dual s who are non-ski p persons--

"7 (1) before the date that the
i ndi vi dual attains age 46,

““(1'l) on or before one or nore
dates specified in the trust instrunent
that will occur before the date that
such individual attains age 46, or

“T(I'11) upon the occurrence of an
event that, in accordance with
regul ati ons prescribed by the Secretary,
may reasonably be expected to occur
before the date that such individua
attains age 46,

“T(ii) the trust instrunment provides that nore
than 25 percent of the trust corpus nust be
distributed to or may be wi thdrawn by one or nore
i ndi vi dual s who are non-skip persons and who are
living on the date of death of another person
identified in the instrument (by name or by class)
who is nore than 10 years ol der than such
i ndi vi dual s,

“T(iii) the trust instrunent provides that, if
one or nore individuals who are non-skip persons
die on or before a date or event described in
clause (i) or (ii), nore than 25 percent of the
trust corpus either nust be distributed to the
estate or estates of one or nore of such
i ndi vidual s or is subject to a general power of
appoi nt ment exerci sable by one or nore of such
i ndi vi dual s,

“T(iv) the trust is a trust any portion of
whi ch woul d be included in the gross estate of a
non-ski p person (other than the transferor) if



such person died i mediately after the transfer

""(v) the trust is a charitable [ead annuity
trust (within the nmeaning of section
2642(e)(3)(A)) or a charitable remainder annuity
trust or a charitable remainder unitrust (wthin
t he meani ng of section 664(d)), or

““(vi) the trust is a trust with respect to
whi ch a deduction was al |l owed under section 2522
for the
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amount of an interest in the formof the right to
recei ve annual paynments of a fixed percentage of
the net fair market value of the trust property
(determ ned yearly) and which is required to pay
principal to a non-skip person if such person is
alive when the yearly paynents for which the
deduction was allowed term nate.
For purposes of this subparagraph, the val ue of
transferred property shall not be considered to be
includible in the gross estate of a non-skip person or
subject to a right of wi thdrawal by reason of such
person holding a right to withdraw so nmuch of such
property as does not exceed the ampunt referred to in
section 2503(b) with respect to any transferor, and it
shall be assumed that powers of appointnment held by non-
skip persons will not be exercised.
""(4) Automatic allocations to certain gst trusts.--For
pur poses of this subsection, an indirect skip to which section
2642(f ) applies shall be deenmed to have been made only at the
close of the estate tax inclusion period. The fair market val ue
of such transfer shall be the fair market value of the trust
property at the close of the estate tax inclusion period.
"7 (5) Applicability and effect.--
""(A) In general.--An individual--
" (i) may elect to have this subsection not
apply to--
“T(1) an indirect skip, or
TT(11) any or all transfers made by
such individual to a particular trust,
and

“T(ii) may elect to treat any trust as a GST
trust for purposes of this subsection with respect
to any or all transfers made by such individual to
such trust.

"(B) Elections.--

"T(i) Elections with respect to indirect
ski ps.--An el ection under subparagraph (A)(i)(l)
shall be deened to be tinely if filed on a tinely
filed gift tax return for the cal endar year in
whi ch the transfer was made or deened to have been
made pursuant to paragraph (4) or on such |ater
date or dates as mmy be prescribed by the
Secretary.

“T(ii) Oher elections.--An election under
clause (i)(1l) or (ii) of subparagraph (A) may be
made on a tinely filed gift tax return for the
cal endar year for which the election is to becone
ef fective.

"7 (d) Retroactive Allocations.--
(1) In general.--1f--



" (A) a non-skip person has an interest or a future
interest in a trust to which any transfer has been made,
"7 (B) such person--

(i) is a lineal descendant of a grandparent
of the transferor or of a grandparent of the
transferor's spouse or former spouse, and

“T(ii) is assigned to a generation below the
generation assi gnment of the transferor, and

(O such person predeceases the transferor
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then the transferor may make an allocation of any of such
transferor's unused GST exenption to any previous transfer or
transfers to the trust on a chronol ogi cal basis.

"7 (2) Special rules.--If the allocation under paragraph (1)
by the transferor is nade on a gift tax return filed on or
before the date prescribed by section 6075(b) for gifts nmade
within the cal endar year within which the non-skip person's
death occurred--

" (A) the value of such transfer or transfers for
pur poses of section 2642(a) shall be determ ned as if
such allocation had been made on a tinely filed gift tax
return for each cal endar year wi thin which each transfer
was made,

"7 (B) such allocation shall be effective i mediately
bef ore such death, and

"7 (C) the anpbunt of the transferor's unused GST
exenption available to be allocated shall be determn ned
i medi ately before such death.

"7 (3) Future interest.--For purposes of this subsection, a
person has a future interest in a trust if the trust may permt
i ncome or corpus to be paid to such person on a date or dates in
the future.'"'.

(b) Conform ng Amendnent. - - Paragraph (2) of section <<NOTE: 26 USC
2632.>> 2632(b) is amended by striking ~"with respect to a prior direct
skip'' and inserting " or subsection (c)(1)"'

(c) <<NOTE: Applicability. 26 USC 2632 note.>> Effective Dates.--
(1) Deened allocation.--Section 2632(c) of the Interna
Revenue Code of 1986 (as added by subsection (a)), and the
amendnent made by subsection (b), shall apply to transfers
subj ect to chapter 11 or 12 nade after Decenber 31, 2000, and to
estate tax inclusion periods ending after Decenber 31, 2000.
(2) Retroactive allocations.--Section 2632(d) of the
I nternal Revenue Code of 1986 (as added by subsection (a)) shal
apply to deaths of non-skip persons occurring after Decenber 31
2000.

SEC. 562. SEVERI NG OF TRUSTS.

(a) In General.--Subsection (a) of section 2642 (relating to
inclusion ratio) is anended by adding at the end the foll owi ng new
par agr aph:

""(3) Severing of trusts.--

"(A) In general.--1f a trust is severed in a
qual i fied severance, the trusts resulting from such
severance shall be treated as separate trusts thereafter
for purposes of this chapter

"7 (B) Qualified severance. --For purposes of
subpar agraph (A)--

"7 (i) In general.--The term "qualified



severance' neans the division of a single trust
and the creation (by any nmeans avail abl e under the
governi ng instrunment or under |ocal |aw) of two or
nmore trusts if--
“T(1) the single trust was divided
on a fractional basis, and
T(1'l) the terms of the new trusts,
in the aggregate, provide for the sane
succession of interests
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of beneficiaries as are provided in the
original trust.

"T(ii) Trusts with inclusion ratio greater
than zero.--1f a trust has an inclusion ratio of
greater than zero and less than 1, a severance is
a qualified severance only if the single trust is
divided into two trusts, one of which receives a
fractional share of the total value of all trust
assets equal to the applicable fraction of the
single trust inmediately before the severance. In
such case, the trust receiving such fractiona
share shall have an inclusion ratio of zero and
the other trust shall have an inclusion ratio of
1

"7 (iii) Regulations.--The term “qualified
severance' includes any other severance permtted
under regul ations prescribed by the Secretary.

"(C) Timng and manner of severances.--A severance
pursuant to this paragraph may be made at any
ti me. <<NOTE: Regul ations.>> The Secretary shal
prescribe by fornms or regul ations the manner in which
the qualified severance shall be reported to the
Secretary.''.

(b) <<NOTE: Applicability. 26 USC 2642 note.>> Effective Date.--The
anmendnent made by this section shall apply to severances after Decenber
31, 2000.

SEC. 563. MODI FI CATI ON OF CERTAI N VALUATI ON RULES.

(a) Gfts for Which Gft Tax Return Filed or Deenmed Allocation
Made. - - Paragraph (1) of section 2642(b) <<NOTE: 26 USC 2642.>>
(relating to valuation rules, etc.) is anended to read as foll ows:

"7 (1) Gfts for which gift tax return filed or deened
al l ocation nmade.--1f the allocation of the GST exenption to any
transfers of property is made on a gift tax return filed on or
before the date prescribed by section 6075(b) for such transfer
or is deemed to be nmade under section 2632 (b)(1) or (c)(1)--

" (A) the value of such property for purposes of
subsection (a) shall be its value as finally determ ned
for purposes of chapter 12 (within the neaning of
section 2001(f )(2)), or, in the case of an allocation
deened to have been nade at the close of an estate tax
inclusion period, its value at the time of the close of
the estate tax inclusion period, and

"7 (B) such allocation shall be effective on and
after the date of such transfer, or, in the case of an
al l ocation deenmed to have been made at the cl ose of an
estate tax inclusion period, on and after the cl ose of
such estate tax inclusion period."'".



(b) Transfers at Death. --Subparagraph (A) of section 2642(b)(2) is
amended to read as foll ows:

" (A) Transfers at death.--If property is
transferred as a result of the death of the transferor
the val ue of such property for purposes of subsection
(a) shall be its value as finally deterni ned for
pur poses of chapter 11; except that, if the requirenents
prescri bed by the Secretary respecting allocation of
post-death changes in value are not net, the val ue of
such property shall be determined as of the tinme of the
di stribution concerned."'".
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(c) <<NOTE: Applicability. 26 USC 2642 note.>> Effective Date.--The
amendnents nmade by this section shall apply to transfers subject to
chapter 11 or 12 of the Internal Revenue Code of 1986 nmde after
Decenmber 31, 2000.

SEC. 564. RELI EF PROVI SI ONS

(a) I'n General.--Section 2642 <<NOTE: 26 USC 2642.>> is anmended by
adding at the end the foll owi ng new subsecti on:

""(g) Relief Provisions.--

"7 (1) Relief fromlate elections.--

" (A) <<NOTE: Regul ations.>> 1n general.--The
Secretary shall by regulation prescribe such
ci rcunst ances and procedures under whi ch extensions of
time will be granted to nmake--

"T(i) an allocation of GST exenption described
i n paragraph (1) or (2) of subsection (b), and
“T(ii) an election under subsection (b)(3) or
(c)(5) of section 2632.

Such regul ations shall include procedures for requesting
conparable relief with respect to transfers nmade before
the date of the enactnment of this paragraph.

"*(B) Basis for determinations.--In determning
whet her to grant relief under this paragraph, the
Secretary shall take into account all relevant
ci rcunmst ances, including evidence of intent contained in
the trust instrument or instrunent of transfer and such
other factors as the Secretary deens rel evant. For
pur poses of determ ning whether to grant relief under
this paragraph, the time for making the allocation (or
el ection) shall be treated as if not expressly
prescri bed by statute.

"7 (2) Substantial conpliance.--An allocation of GST
exenption under section 2632 that dempnstrates an intent to have
the | owest possible inclusion ratio with respect to a transfer
or a trust shall be deened to be an allocation of so rmuch of the
transferor's unused GST exenption as produces the | owest
possible inclusion ratio. In determ ning whether there has been
substantial conpliance, all relevant circunstances shall be
taken into account, including evidence of intent contained in
the trust instrument or instrunent of transfer and such other
factors as the Secretary deenms rel evant.'"'.

(b) <<NOTE: Applicability. 26 USC 2642 note.>> Effective Dates.--
(1) Relief fromlate elections.--Section 2642(g) (1) of the
I nternal Revenue Code of 1986 (as added by subsection (a)) shal
apply to requests pending on, or filed after, Decermber 31, 2000.
(2) Substantial conpliance.--Section 2642(g)(2) of such Code



(as so added) shall apply to transfers subject to chapter 11 or
12 of the Internal Revenue Code of 1986 made after Decenber 31
2000. No inplication is intended with respect to the
availability of relief fromlate elections or the application of
a rule of substantial conpliance on or before such date
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Subtitle H-Extension of Tinme for Paynent of Estate Tax

SEC. 571. | NCREASE | N NUMBER OF ALLOWABLE PARTNERS AND SHAREHOLDERS I N
CLOSELY HELD BUSI NESSES.

(a) I'n General.--Paragraphs (1)(B)(ii), (1)(CO(ii), and
(9)(B)(iii)(l) of section 6166(b) <<NOTE: 26 USC 6166.>> (relating to
definitions and special rules) are each anended by striking ~ 15" and
inserting "~ 45""'.

(b) <<NOTE: Applicability. 26 USC 6166 note.>> Effective Date.--The
anmendnents made by this section shall apply to estates of decedents
dyi ng after Decenber 31, 2001

SEC. 572. EXPANSI ON OF AVAI LABILITY OF | NSTALLMENT PAYMENT FOR ESTATES
W TH | NTERESTS QUALI FYI NG LENDI NG AND FI NANCE BUSI NESSES.

(a) In General.--Section 6166(b) (relating to definitions and
special rules) is anmended by adding at the end the foll owi ng new
par agr aph:

7(10) Stock in qualifying lending and finance business
treated as stock in an active trade or business conpany. --
""(A) In general.--1f the executor elects the
benefits of this paragraph, then--

"7 (i) Stock in qualifying | ending and finance
busi ness treated as stock in an active trade or
busi ness conpany. --For purposes of this section,
any asset used in a qualifying lending and finance
busi ness shall be treated as an asset which is
used in carrying on a trade or business.

“T(ii) 5-year deferral for principal not to
apply.--The executor shall be treated as having
sel ect ed under subsection (a)(3) the date
prescri bed by section 6151(a).

“T(iii) 5 equal installnents allowed.--For
pur poses of applying subsection (a)(1), 5" shal
be substituted for "10'.

"(B) Definitions.--For purposes of this paragraph--

(i) Qualifying lending and finance
busi ness.--The term “qualifying I ending and
fi nance busi ness' neans a | ending and finance
busi ness, if--

"7 (1) based on all the facts and
circunstances i medi ately before the
date of the decedent's death, there was
substantial activity with respect to the
| endi ng and finance busi ness, or

“T(I'l) during at least 3 of the 5
t axabl e years ending before the date of
t he decedent's death, such business had
at least 1 full-tinme enployee
substantially all of whose services were
the active managenent of such busi ness,
10 full-time, nonowner enployees
substantially all of whose services were



directly related to such business, and
$5, 000, 000 in gross receipts from
activities described in clause (ii).
"T(ii) Lending and finance business.--The term
“lending and finance business' neans a trade or
busi ness of - -
"7 (1) making | oans,
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“T(I'l) purchasing or discounting
accounts receivable, notes, or
i nstal | ment obligations,

“T(1'l11) engaging in rental and
| easi ng of real and tangi bl e persona
property, including entering into |eases
and purchasi ng, servicing, and disposing
of | eases and | eased assets,

T (I'V) rendering services or meking
facilities available in the ordinary
course of a lending or finance business,
and

(V) rendering services or naking
facilities available in connection with
activities described in subclauses (1)
through (1V) carried on by the
corporation rendering services or naking
facilities avail able, or another
corporation which is a nmenber of the
same affiliated group (as defined in
section 1504 without regard to section
1504(b) (3)).

“T(iii) Limtation.--The term " qualifying
| endi ng and finance business' shall not include
any interest in an entity, if the stock or debt of
such entity or a controlled group (as defined in
section 267(f )(1)) of which such entity was a
menber was readily tradable on an established
securities market or secondary market (as defined
by the Secretary) at any tinme within 3 years
before the date of the decedent's death.''.

(b) <<NOTE: Applicability. 26 USC 6166 note.>> FEffective Date.--The
anmendnent made by this section shall apply to estates of decedents dying
after Decenmber 31, 2001

SEC. 573. CLARI FI CATI ON OF AVAI LABI LI TY OF | NSTALLMENT PAYMENT.

(a) I'n General.--Subparagraph (B) of section <<NOTE: 26 USC 6166. >>
6166(b)(8) (relating to all stock must be non-readily-tradable stock) is
amended to read as foll ows:

"7 (B) Al stock must be non-readily-tradabl e
st ock. - -

"7 (i) In general.--No stock shall be taken
into account for purposes of applying this
par agraph unless it is non-readily-tradable stock
(within the meani ng of paragraph (7)(B)).

“T(ii) Special application where only hol ding
conpany stock is non-readily-tradable stock.--1f
the requirenents of clause (i) are not net, but
all of the stock of each hol ding conpany taken
into account is non-readily-tradable, then this
par agr aph shall apply, but subsection (a)(1l) shal



be applied by substituting "5 for “10'.'".

(b) <<NOTE: Applicability. 26 USC 6166 note.>> Effective Date.--The
anmendnment made by this section shall apply to estates of decedents dying
after Decenmber 31, 2001.

Subtitle I--Cther Provisions

SEC. <<NOTE: 26 USC 2032A note.>> 581. WAl VER OF STATUTE OF LI M TATI ON
FOR TAXES ON CERTAI N FARM VALUATI ONS.

If on the date of the enactnment of this Act (or at any time within 1
year after the date of the enactnent) a refund or credit of any
overpaynment of tax resulting fromthe application of section
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2032A(c)(7)(E) of the Internal Revenue Code of 1986 is barred by any |aw
or rule of law, the refund or credit of such overpaynment shall
neverthel ess, be nade or allowed if claimtherefor is filed before the
date 1 year after the date of the enactnent of this Act.

TI TLE VI - - PENSI ON AND | NDI VI DUAL RETI REMENT ARRANGEMENT PROVI SI ONS
Subtitle A--1ndividual Retirenment Accounts
SEC. 601. MODI FI CATI ON OF | RA CONTRI BUTION LI M TS.

(a) Increase in Contribution Limt.--

(1) I'n general.--Paragraph (1)(A) of section <<NOTE: 26 USC
219.>> 219(b) (relating to maxi mum anmount of deduction) is
anmended by striking ~~$2,000'' and inserting "~ “the deductible
amount' ' .

(2) Deductible amount.--Section 219(b) is anmended by addi ng
at the end the followi ng new paragraph:

"7 (5) Deductible anmount.--For purposes of paragraph (1)(A)--

" (A) In general.--The deducti bl e amount shall be
determ ned in accordance with the follow ng table:

" For taxable years The deducti bl e
begi nni ng in: anmount is:
2002 through 2004.......... ... . ... ... . ... $3, 000
2005 through 2007......... ... .. .. ... .. $4, 000
2008 and thereafter............. ... . ... .... $5, 000.

"(B) Catch-up contributions for individuals 50 or
ol der. - -

(i) In general.--1n the case of an
i ndi vi dual who has attained the age of 50 before
the close of the taxable year, the deductible
anount for such taxable year shall be increased by
the applicabl e anpunt.

“T(ii) Applicable amunt.--For purposes of
clause (i), the applicable anount shall be the
anount determ ned in accordance with the foll ow ng

t abl e:
" For taxable years The applicable
begi nni ng in: anmount is:
2002 through 2005........... . ... . ... ... ... $500
2006 and thereafter............. ... ........ $1, 000.

"7 (C) Cost-of-living adjustnent.--



"“(i) I'n general.--1n the case of any taxable
year beginning in a cal endar year after 2008, the
$5, 000 anmount under subparagraph (A) shall be
i ncreased by an anount equal to--

"7 (1) such dollar amount, multiplied
by

“T(1'l) the cost-of-living adjustnent
determ ned under section 1(f )(3) for
the cal endar year in which the taxable
year begins, determ ned by substituting
“cal endar year 2007' for "cal endar year
1992' in subparagraph (B) thereof.

(i) Rounding rules.--1f any amount after
adj ust ment under clause (i) is not a nultiple of
$500, such
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anount shall be rounded to the next |ower multiple
of $500.'".

(b) Conform ng Arendnents. - -

(1) Section 408(a)(1l) <<NOTE: 26 USC 408.>> is anended by
striking "~ "in excess of $2,000 on behalf of any individual'' and
inserting ~~on behalf of any individual in excess of the anmpunt
in effect for such taxable year under section 219(b)(1)(A)"'".

(2) Section 408(b)(2)(B) is amended by striking " $2,000
and inserting ~the dollar anpunt in effect under section
219(b) (L) (A ' " .

(3) Section 408(b) is anended by striking “~$2,000"' in the
matter follow ng paragraph (4) and inserting " “the dollar amount
in effect under section 219(b) (1) (A"’

(4) Section 408( j) is anmended by striking ~$2,000"

(5) Section 408(p)(8) is anended by striking ~~$2,000""' and
inserting “~“the dollar amunt in effect under section
219(b) (1) (A" .

(c) <<NOTE: Applicability. 26 USC 219 note.>> Effective Date.--The
anmendnents made by this section shall apply to taxable years begi nning
after Decenmber 31, 2001.

SEC. 602. DEEMED | RAs UNDER EMPLOYER PLANS.

(a) In General.--Section 408 (relating to individual retirenent
accounts) is anmended by redesignating subsection (g) as subsection (r)
and by inserting after subsection (p) the follow ng new subsecti on:

""(q) Deened I RAs Under Qualified Enpl oyer Plans.--

"7(1) Ceneral rule.--If--
""(A) a qualified enployer plan elects to all ow
enpl oyees to make voluntary enpl oyee contributions to a
separate account or annuity established under the plan,
and
"7 (B) under the terns of the qualified enployer
pl an, such account or annuity neets the applicable
requi renents of this section or section 408A for an
i ndi vi dual retirenment account or annuity,
t hen such account or annuity shall be treated for purposes of
this title in the same manner as an individual retirement plan
and not as a qualified enployer plan (and contributions to such
account or annuity as contributions to an individual retirenent
plan and not to the qualified enployer plan). For purposes of
subparagraph (B), the requirenments of subsection (a)(5) shal

not apply.



"7 (2) Special rules for qualified enployer plans.--For
purposes of this title, a qualified enployer plan shall not fai
to meet any requirenent of this title solely by reason of
establ i shing and mai ntai ning a program described in paragraph
(1).

"7 (3) Definitions.--For purposes of this subsection--

(A Qualified enployer plan.--The term "qualified
enpl oyer plan' has the nmeani ng given such term by
section 72(p)(4); except such termshall not include a
government plan which is not a qualified plan unless the
plan is an eligible deferred conpensation plan (as
defined in section 457(Db)).

"7 (B) Voluntary enployee contribution.--The term
“voluntary enpl oyee contribution' neans any contribution
(other than a mandatory contribution within the meaning
of section 411(c)(2)(Q))--
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(i) which is made by an individual as an
enpl oyee under a qualified enployer plan which
al l ows enpl oyees to elect to make contri butions
descri bed in paragraph (1), and

“T(ii) with respect to which the individua
has desi gnated the contribution as a contribution
to which this subsection applies.''.

(b) Anmendnent of ERI SA. --
(1) I'n general.--Section 4 of the Enployee Retirenent |Income
Security Act of 1974 (29 U.S.C. 1003) is amended by addi ng at
the end the foll owing new subsection

““(c) If a pension plan allows an enployee to elect to nake
vol untary enpl oyee contributions to accounts and annuities as provided
in section 408(q) of the Internal Revenue Code of 1986, such accounts
and annuities (and contributions thereto) shall not be treated as part
of such plan (or as a separate pension plan) for purposes of any
provision of this title other than section 403(c), 404, or 405 (relating
to exclusive benefit, and fiduciary and co-fiduciary
responsibilities)."".
(2) Conform ng anendnent.--Section 4(a) of such Act (29
U.S.C. 1003(a)) is amended by inserting ~“or (c)'' after
““subsection (b)''

(c) <<NOTE: Applicability. 26 USC 408 note.>> Effective Date.--The
anmendnents made by this section shall apply to plan years begi nning
after Decenmber 31, 2002.

Subtitle B--Expandi ng Coverage
SEC. 611. | NCREASE | N BENEFI T AND CONTRI BUTI ON LI M TS.

(a) Defined Benefit Plans.--
(1) Dollar limt.--

(A) Subparagraph (A) of section 415(b)(1) <<NOTE: 26
USC 415.>> (relating to limtation for defined benefit
pl ans) is amended by striking ~~$90,000'"' and inserting
"7 $160, 000" " .

(B) Subparagraphs (C) and (D) of section 415(b)(2)
are each anmended in the headings and the text, by
striking ~"$90,000'"' and inserting ' $160, 000"

(C) Paragraph (7) of section 415(b) (relating to
benefits under certain collectively bargai ned plans) is



amended by striking ~“the greater of $68,212 or one-half
t he amount ot herwi se applicable for such year under
paragraph (1) (A) for "$90,000' '' and inserting " one-
hal f the amount ot herwi se applicable for such year under
paragraph (1) (A) for ~$160, 000" ''.

(2) Limt reduced when benefit begins before age 62.--
Subpar agraph (C) of section 415(b)(2) is anmended by striking
"“the social security retirenent age'' each place it appears in
the heading and text and inserting ~“age 62'' and by striking
t he second sentence.

(3) Limt increased when benefit begins after age 65.--
Subpar agraph (D) of section 415(b)(2) is amended by striking
““the social security retirenent age'' each place it appears in
the heading and text and inserting ~ age 65"’

(4) Cost-of-living adjustnments.--Subsection (d) of section
415 (related to cost-of-living adjustnents) is anended- -

(A) by striking " $90,000""' in paragraph (1)(A) and
i nserting *"$160,000'"'; and
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(B) in paragraph (3)(A)--
(i) by striking *"$90,000'' in the heading and
inserting ~~$160,000'"'; and
(ii) by striking ~~October 1, 1986'' and
inserting ~“July 1, 2001''
(5) Conform ng amendnents. - -

(A) Section 415(b)(2) <<NOTE: 26 USC 415.>> s
amended by striking subparagraph (F).

(B) Section 415(b)(9) is anmended to read as foll ows:

"7 (9) Special rule for comrercial airline pilots.--

""(A) In general.--Except as provided in
subpar agraph (B), in the case of any participant who is
a commercial airline pilot, if, as of the tinme of the
participant's retirement, regul ati ons prescribed by the
Federal Aviation Adnministration require an individual to
separate from service as a comercial airline pilot
after attaining any age occurring on or after age 60 and
before age 62, paragraph (2)(C) shall be applied by
substituting such age for age 62.

"7 (B) Individuals who separate from service bhefore
age 60.--1f a participant described in subparagraph (A
separates from service before age 60, the rul es of
par agraph (2)(C shall apply.'".

(C Section 415(b)(10)(CO) (i) is anmended by striking
“Tapplied without regard to paragraph (2)(F) "'

(b) Defined Contribution Plans.--

(1) Dollar limt.--Subparagraph (A) of section 415(c) (1)
(relating to limtation for defined contribution plans) is
amended by striking "~ $30,000'' and inserting "~ $40,000""'

(2) Cost-of-living adjustments.--Subsection (d) of section
415 (related to cost-of-living adjustnents) is anended- -

(A) by striking " $30,000'"' in paragraph (1)(C and
inserting "~ $40,000''; and
(B) in paragraph (3)(D)--
(i) by striking " $30,000'' in the heading and
inserting " $40,000"'; and
(ii) by striking ~~October 1, 1993'' and
inserting ~“July 1, 2001''

(c) Qualified Trusts.--
(1) Compensation limt.--Sections 401(a)(17), 404(l1),



408(k), and 505(b)(7) are each anended by striking ~  $150, 000
each place it appears and inserting ~ " $200, 000"
(2) Base period and roundi ng of cost-of-Iiving adjustnent.--
Subpar agraph (B) of section 401(a)(17) is anmended--
(A) by striking "~ "COctober 1, 1993'' and inserting
““July 1, 2001''; and
(B) by striking " $10,000'' both places it appears
and inserting "~ $5,000""

(d) Elective Deferrals.--

(1) I'n general.--Paragraph (1) of section 402(g) (relating
to limtation on exclusion for elective deferrals) is amended to
read as foll ows:

(1) In general.--

""(A) Limtation.--Notw thstandi ng subsections
(e)(3) and (h)(1)(B), the elective deferrals of any
i ndi vidual for any taxable year shall be included in
such individual's
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gross inconme to the extent the anopunt of such deferrals
for the taxable year exceeds the applicable dollar
amount .

" (B) Applicable dollar anmount.--For purposes of
subpar agraph (A), the applicable dollar anpbunt shall be
the amount deternmined in accordance with the foll ow ng

t abl e:

" For taxable years The applicable
begi nning in dol | ar amount:
cal endar year:

20002, . $11, 000
2003, . $12, 000
2004, . . $13, 000
2005, . $14, 000
2006 or thereafter....................... $15, 000. "' .

(2) Cost-of-living adjustment.--Paragraph (5) of section
402(g) <<NOTE: 26 USC 402.>> s anended to read as follows:

"7 (5) Cost-of-living adjustnent.--1n the case of taxable
years begi nning after Decenber 31, 2006, the Secretary shal
adj ust the $15,000 anopunt under paragraph (1)(B) at the same
time and in the sane manner as under section 415(d), except that
the base period shall be the cal endar quarter beginning July 1,
2005, and any increase under this paragraph which is not a
mul ti pl e of $500 shall be rounded to the next |lowest multiple of
$500. "' " .

(3) Conform ng amendnents. - -

(A) Section 402(g) (relating to limtation on
exclusion for elective deferrals), as anended by
par agraphs (1) and (2), is further anended by striking
par agraph (4) and redesignating paragraphs (5), (6),
(7), (8), and (9) as paragraphs (4), (5, (6), (7), and
(8), respectively.

(B) Paragraph (2) of section 457(c) is anended by
striking ~7402(g)(8)(A)(iii)'" and inserting
SA02(g) (N (A (Tii)" .

(C) Clause (iii) of section 501(c)(18)(D) is anended
by striking "~ (other than paragraph (4) thereof )''.

(e) Deferred Conpensation Plans of State and Local Governnents and
Tax- Exenpt Organi zati ons. - -



(1) I'n general.--Section 457 (relating to deferred
conpensati on plans of State and | ocal governments and tax-exenpt
organi zations) is anmended--

(A) in subsections (b)(2)(A) and (c)(1) by striking
"7$7,500'" each place it appears and inserting " “the
applicable dollar amount''; and

(B) in subsection (b)(3)(A) by striking ~ $15, 000
and inserting ~"twice the dollar anopunt in effect under
subsection (b)(2)(A"'".

(2) Applicable dollar amount; cost-of-Iliving adjustnent.--
Par agraph (15) of section 457(e) is amended to read as foll ows:

"7 (15) Applicable dollar amunt.--

""(A) In general.--The applicable dollar anmount
shall be the anpunt determ ned in accordance with the
follow ng table:

" For taxable years The applicabl e
begi nning in dol | ar amount:
cal endar year:

20002, . $11, 000
2003, . $12, 000
2004, . . $13, 000

2005, . $14, 000
2006 or thereafter.......................... $15, 000
""(B) Cost-of-living adjustnments.--1n the case of

t axabl e years begi nning after Decenber 31, 2006, the
Secretary shall adjust the $15,000 anpunt under
subparagraph (A) at the sane tinme and in the sane manner
as under section 415(d), except that the base period
shall be the cal endar quarter beginning July 1, 2005,
and any increase under this paragraph which is not a
mul ti pl e of $500 shall be rounded to the next | owest
mul ti ple of $500.'".

(f ) Sinple Retirement Accounts.--
(1) Limtation.--Clause (ii) of section
408(p)(2) (A) <<NOTE: 26 USC 408.>> (relating to general rule
for qualified salary reduction arrangenent) is anended by
striking ~"$6,000'' and inserting ~“the applicable dollar
ampunt' ' .
(2) Applicable dollar anmount.--Subparagraph (E) of 408(p)(2)
is amended to read as follows:
""(E) Applicable dollar amount; cost-of-1living
adj ustment . - -

(i) I'n general.--For purposes of
subparagraph (A)(ii), the applicable dollar anmount
shal |l be the anpunt determ ned in accordance with
the foll owi ng table:

" For years The applicabl e
begi nning in dol | ar amount:
cal endar year:

2002, . . $7, 000
2008, . $8, 000
2004, . . $9, 000
2005 or thereafter.................. $10, 000
“(ii) Cost-of-living adjustnment.--1n the case

of a year beginning after Decenber 31, 2005, the



Secretary shall adjust the $10,000 anmount under
clause (i) at the sane time and in the sane manner
as under section 415(d), except that the base
peri od taken into account shall be the cal endar
quarter beginning July 1, 2004, and any increase
under this subparagraph which is not a multiple of
$500 shall be rounded to the next |lower nultiple
of $500.'".

(3) Conform ng amendnents. - -

(A) Subclause (1) of section 401(k)(11)(B)(i) is
amended by striking “~$6,000'' and inserting "~ "the
anmount in effect under section 408(p)(2)(A)(ii)"".

(B) Section 401(k)(11) is anended by striking
subpar agraph (E)

(g) Certain Conpensation Limts.--

(1) In general.--Subparagraph (A) of section 401(c)(2)
(defining earned incone) is amended by adding at the end thereof
the foll owi ng new sentence: " For purposes of this part only
(other than sections 419 and 419A), this subparagraph shall be
applied as if the term trade or business' for purposes of
section 1402 included service described in section
1402(c)(6)."".

(2) Sinmple retirement accounts.--Clause (ii) of section
408(p)(6) (A) (defining self-enployed) is amended by addi ng at
the end the followi ng new sentence: "~ The precedi ng sentence
shall be applied as if the term trade or business' for purposes
of section 1402 included service described in section
1402(c)(6)."".
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(h) Rounding Rule Relating to Defined Benefit Plans and Defined
Contribution Plans.--Paragraph (4) of section 415(d) <<NOTE: 26 USC
415.>> is amended to read as foll ows:

"7 (4) Rounding. --

" (A) $160, 000 anpunt.--Any increase under
subpar agraph (A) of paragraph (1) which is not a
mul ti ple of $5,000 shall be rounded to the next |owest
mul tiple of $5, 000.

"7 (B) $40,000 anmpunt.--Any increase under
subpar agraph (C) of paragraph (1) which is not a
mul tiple of $1,000 shall be rounded to the next | owest
mul tiple of $1,000."'".

(i) Effective Dates.--
(1) <<NOTE: Applicability. 26 USC 415 note.>> 1In general.--
The amendments made by this section shall apply to years
begi nning after Decenber 31, 2001
(2) Defined benefit plans.--The amendnents nade by
subsection (a) shall apply to years ending after Decenber 31,
2001.

SEC. 612. PLAN LOANS FOR SUBCHAPTER S OWNERS, PARTNERS, AND SOLE
PROPRI ETORS.

(a) In General.--Subparagraph (B) of section 4975(f )(6) (relating
to exenptions not to apply to certain transactions) is anended by addi ng
at the end the follow ng new cl ause:

“T(iii) Loan exception.--For purposes of
subparagraph (A) (i), the term  owner-enpl oyee
shall only include a person described in subcl ause
(1) or (Il1l) of clause (i)."'".



(b) Anmendnent of ERI SA.--Section 408(d)(2) of the Enpl oyee
Retirement Incone Security Act of 1974 (29 U.S.C. 1108(d)(2)) is anmended
by adding at the end the followi ng new subparagraph

"7 (C) For purposes of paragraph (1)(A), the term  owner-enpl oyee
shall only include a person described in clause (ii) or (iii) of
subpar agraph (A)."'".

(c) <<NOTE: Applicability. 26 USC 4975 note.>> Effective Date.--The
anmendnent made by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 613. MODI FI CATI ON OF TOP- HEAVY RULES.

(a) Simplification of Definition of Key Enpl oyee. --
(1) I'n general.--Section 416(i)(1)(A) (defining key
enpl oyee) is anended- -
(A) by striking ““or any of the 4 preceding plan

years'' in the matter preceding clause (i);
(B) by striking clause (i) and inserting the
fol | owi ng:

(i) an officer of the enployer having an
annual conpensation greater than $130, 000,'";

(C) by striking clause (ii) and redesignating
clauses (iii) and (iv) as clauses (ii) and (iii),
respectively; and

(D) by striking the second sentence in the matter
following clause (iii), as redesignated by subparagraph
(C, and by inserting the following: “~"in the case of
pl an years begi nning after Decenber 31, 2002, the
$130, 000 amount in clause (i) shall be adjusted at the
same time and in the same manner as under section
415(d), except that the base period shall be the
cal endar quarter beginning July 1, 2001, and any
i ncrease under this sentence which is not a nultiple of
$5, 000 shall be rounded to the next |ower multiple of
$5,000."".
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(2) Conform ng amendnent. --Section
416(i)(1)(B)(iii) <<NOTE: 26 USC 416.>> is anmended by striking
““and subparagraph (A)(ii)'".

(b) Matching Contributions Taken Into Account for M nimum
Contribution Requirenents.--Section 416(c)(2)(A) (relating to defined
contribution plans) is anended by adding at the end the foll ow ng:

" " Enpl oyer matching contributions (as defined in section 401(m(4)(A)
shal |l be taken into account for purposes of this subparagraph (and any
reduction under this sentence shall not be taken into account in
determ ni ng whet her section 401(k)(4)(A) applies).'".

(c) Distributions During Last Year Before Determ nation Date Taken
Into Account. --

(1) In general.--Paragraph (3) of section 416(g) is anmended
to read as foll ows:
"7 (3) Distributions during | ast year before determ nation
date taken into account. --
""(A) In general.--For purposes of determ ning--
(i) the present value of the cunulative
accrued benefit for any enpl oyee, or
“T(ii) the amount of the account of any
enpl oyee,
such present value or ampunt shall be increased by the
aggregate distributions nade with respect to such



enpl oyee under the plan during the 1-year period ending
on the determ nation date. The precedi ng sentence shal
al so apply to distributions under a term nated plan
which if it had not been term nated woul d have been
required to be included in an aggregation group

" (B) 5-year period in case of in-service
distribution.--1n the case of any distribution nmade for
a reason other than separation from service, death, or
di sability, subparagraph (A) shall be applied by
substituting " 5-year period for “1l-year period .'"'.

(2) Benefits not taken into account.--Subparagraph (E) of
section 416(g)(4) is anended--

(A) by striking ““last 5 years'' in the heading and
inserting ~"last year before determ nation date''; and

(B) by striking "~ 5-year period'' and inserting "~ 1-
year period'"'.

(d) Definition of Top-Heavy Pl ans.--Paragraph (4) of section 416(Q)
(relating to other special rules for top-heavy plans) is amended by
adding at the end the followi ng new subparagraph

" (H) Cash or deferred arrangenents using
alternative nethods of neeting nondiscrimnation
requirenents.--The term “top-heavy plan' shall not
i nclude a plan which consists solely of--

““ (i) a cash or deferred arrangenment which
meets the requirenents of section 401(k)(12), and
“T(ii) matching contributions with respect to
whi ch the requirenents of section 401(m(11) are
met .
If, but for this subparagraph, a plan would be treated
as a top-heavy plan because it is a menmber of an
aggregation group which is a top-heavy group
contributions under the plan nmay be taken into account
in determ ning whether any other plan in the group neets
the requirenments of subsection (c)(2).'".
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(e) Frozen Plan Exenpt From M ni num Benefit Requirenent.--
Subpar agraph (C) of section 416(c)(1) (relating to defined benefit
pl ans) is anmended- -
(A) by striking ““clause (ii)'' in clause (i) and
inserting “~“clause (ii) or (iii)'"'; and
(B) by adding at the end the follow ng:
" (iii) Exception for frozen plan.--For
pur poses of deternining an enpl oyee's years of
service with the enployer, any service with the
enpl oyer shall be disregarded to the extent that
such service occurs during a plan year when the
pl an benefits (within the nmeani ng of section
410(b)) no key enpl oyee or former key enployee.''.

(f ) <<NOTE: Applicability. 26 USC 416 note.>> Effective Date.--The
anmendnents made by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 614. ELECTI VE DEFERRALS NOT TAKEN | NTO ACCOUNT FOR PURPOSES OF
DEDUCTI ON LI M TS.

(a) In General.--Section 404 <<NOTE: 26 USC 404.>> (relating to
deduction for contributions of an enployer to an enpl oyees' trust or
annuity plan and conpensati on under a deferred paynent plan) is anmended
by adding at the end the follow ng new subsecti on



""(n) Elective Deferrals Not Taken Into Account for Purposes of
Deduction Limts.--Elective deferrals (as defined in section 402(g)(3))
shal |l not be subject to any linmitation contained in paragraph (3), (7),
or (9) of subsection (a), and such elective deferrals shall not be taken
into account in applying any such linmtation to any other
contributions.'".

(b) <<NOTE: Applicability. 26 USC 404 note.>> Effective Date.--The
anmendnent made by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 615. REPEAL OF COORDI NATI ON REQUI REMENTS FOR DEFERRED COMPENSATI ON
PLANS OF STATE AND LOCAL GOVERNMENTS AND TAX- EXEMPT
ORGANI ZATI ONS.

(a) In General.--Subsection (c) of section 457 (relating to deferred
conpensati on plans of State and | ocal governnents and tax-exenpt
organi zations), as anended by section 611, is anended to read as
foll ows:

““(c) Limtation.--The maxi mum anount of the conpensation of any one
i ndi vi dual which nmay be deferred under subsection (a) during any taxable
year shall not exceed the anount in effect under subsection (b)(2)(A)
(as nodified by any adjustment provided under subsection (b)(3))."'".

(b) <<NOTE: Applicability. 26 USC 457 note.>> Effective Date.--The
amendnent made by subsection (a) shall apply to years beginning after
Decenmber 31, 2001.

SEC. 616. DEDUCTI ON LI M TS.

(a) Modification of Limts.--
(1) Stock bonus and profit sharing trusts.--

(A) In general.--Subclause (I) of section
404(a)(3)(A) (i) (relating to stock bonus and profit
sharing trusts) is anended by striking ~~ 15 percent’
and inserting " 25 percent'’

(B) Conform ng amendnent. - - Subpar agraph (C) of
section 404(h)(1) is anended by striking "~ 15 percent'
each place it appears and inserting " 25 percent''

(2) Defined contribution plans.--
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(A) In general.--Clause (v) of section <<NOTE: 26
USC 404.>> 404(a)(3)(A) (relating to stock bonus and
profit sharing trusts) is amended to read as fol |l ows:

" (v) Defined contribution plans subject to
the fundi ng standards. --Except as provided by the
Secretary, a defined contribution plan which is
subj ect to the funding standards of section 412
shall be treated in the same manner as a stock
bonus or profit-sharing plan for purposes of this
subpar agr aph.'"'.

(B) Conform ng amendnents. - -

(i) Section 404(a)(1)(A) is anended by
inserting ~~(other than a trust to which paragraph
(3) applies)'' after "“pension trust''.

(ii) Section 404(h)(2) is amended by striking
"“stock bonus or profit-sharing trust'' and
inserting ~“trust subject to subsection
(a)(3)(A)"".

(iii) The heading of section 404(h)(2) is
anmended by striking ~ " stock bonus and profit-
sharing trust'' and inserting ~“certain trusts''



(b) Compensati on. - -
(1) I'n general.--Section 404(a) (relating to general rule)
is amended by adding at the end the foll ow ng:
"7 (12) Definition of conpensation.--For purposes of
par agraphs (3), (7), (8), and (9), the term  conpensation' shal
i nclude anpunts treated as " participant's conpensation' under
subpar agraph (C) or (D) of section 415(c)(3)."'".
(2) Conform ng amendnments. - -
(A) Subparagraph (B) of section 404(a)(3) is anended
by striking the |last sentence thereof.
(B) Clause (i) of section 4972(c)(6)(B) is anended
by striking ~“(within the neaning of section 404(a))’
and inserting ~ " (within the neaning of section 404(a)
and as adjusted under section 404(a)(12))'".

(c) <<NOTE: Applicability. 26 USC 404 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 617. OPTION TO TREAT ELECTI VE DEFERRALS AS AFTER- TAX ROTH
CONTRI BUTI ONS.

(a) I'n General.--Subpart A of part | of subchapter D of chapter 1
(relating to deferred conpensation, etc.) is amended by inserting after
section 402 the foll owi ng new section:

T SEC. 402A. OPTI ONAL TREATMENT OF ELECTI VE DEFERRALS AS ROTH
CONTRI BUTI ONS.

"“(a) Ceneral Rule.--If an applicable retirement plan includes a
qualified Roth contribution progrant-

"7 (1) any designated Roth contribution made by an enpl oyee
pursuant to the programshall be treated as an el ective deferra
for purposes of this chapter, except that such contribution
shall not be excludable from gross incone, and

"7 (2) such plan (and any arrangenent which is part of such
pl an) shall not be treated as failing to nmeet any requirenent of
this chapter solely by reason of including such program

" (b) Qualified Roth Contribution Program --For purposes of this
section--
""(1) In general.--The term "qualified Roth contribution
program neans a program under which an enpl oyee may el ect to
make designated Roth contributions in lieu of all or
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a portion of elective deferrals the enployee is otherw se
eligible to make under the applicable retirenment plan
"7 (2) Separate accounting required.--A program shall not be
treated as a qualified Roth contribution program unless the
applicable retirement plan--
" (A) establishes separate accounts ( designated
Rot h accounts') for the designated Roth contributions of
each enpl oyee and any earnings properly allocable to the
contributions, and
"7 (B) mmintains separate recordkeeping with respect
to each account.

““(c) Definitions and Rules Relating to Designated Roth
Contributions.--For purposes of this section--
"7 (1) Designated roth contribution.--The term ~designated



Roth contribution' neans any el ective deferral which--

""(A) is excludable fromgross inconme of an enpl oyee
wi thout regard to this section, and

"7 (B) the enployee designates (at such time and in
such manner as the Secretary may prescribe) as not being
so excl udabl e.

"7 (2) Designation limts.--The anount of elective deferrals
whi ch an enpl oyee may desi gnate under paragraph (1) shall not
exceed the excess (if any) of--

""(A) the mexi mum anount of el ective deferrals
excl udabl e from gross i ncome of the enployee for the
taxabl e year (without regard to this section), over

"7 (B) the aggregate amount of elective deferrals of
the enpl oyee for the taxable year which the enpl oyee
does not designate under paragraph (1).

"7 (3) Rollover contributions.--

""(A) In general.--A rollover contribution of any
payment or distribution froma desighated Roth account
which is otherw se allowable under this chapter nmay be
made only if the contribution is to--

(i) another designated Roth account of the
i ndi vi dual from whose account the payment or
di stribution was made, or

"“(ii) a Roth IRA of such individual

"7 (B) Coordination with limt.--Any rollover
contribution to a designated Roth account under
subpar agraph (A) shall not be taken into account for
pur poses of paragraph (1).

“(d) Distribution Rules.--For purposes of this title--
"7(1) Exclusion.--Any qualified distribution froma
desi gnat ed Roth account shall not be includible in gross incone.
"7(2) Qualified distribution.--For purposes of this
subsecti on- -

""(A) In general.--The term "qualified distribution'
has the meani ng given such term by section 408A(d) (2)(A)
(wi thout regard to clause (iv) thereof ).

"'(B) Distributions wi thin nonexclusion period.--A
payment or distribution froma designated Roth account
shall not be treated as a qualified distribution if such
payment or distribution is made within the 5-taxable-
year period beginning with the earlier of--

"7 (i) the first taxable year for which the
i ndi vi dual nmade a designated Roth contribution to
any desi gnat ed
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Rot h account established for such individual under
the sanme applicable retirenent plan, or

“T(ii) if arollover contribution was made to
such designated Roth account from a desi gnated
Rot h account previously established for such
i ndi vi dual under another applicable retirenent
pl an, the first taxable year for which the
i ndi vi dual made a designated Roth contribution to
such previously established account.

"(C) Distributions of excess deferrals and
contributions and earnings thereon.--The term "qualified
distribution' shall not include any distribution of any
excess deferral under section 402(g)(2) or any excess
contribution under section 401(k)(8), and any income on
t he excess deferral or contribution



"7 (3) Treatnent of distributions of certain excess
deferrals.--Notw thstanding section 72, if any excess deferra
under section 402(g)(2) attributable to a designated Roth
contribution is not distributed on or before the 1st April 15
followi ng the close of the taxable year in which such excess
deferral is made, the ampunt of such excess deferral shall--

""(A) not be treated as investnent in the contract,
and

"7 (B) be included in gross inconme for the taxable
year in which such excess is distributed.

" (4) Aggregation rules.--Section 72 shall be applied
separately with respect to distributions and paynents from a
desi gnated Roth account and other distributions and paynments
fromthe plan.

““(e) Other Definitions.--For purposes of this section--
"7 (1) Applicable retirenent plan.--The term " applicable
retirement plan' neans--
" (A) an enployees' trust described in section
401(a) which is exenpt fromtax under section 501(a),
and
"7 (B) a plan under which ampunts are contributed by
an individual's enployer for an annuity contract
described in section 403(b).
"7 (2) Elective deferral.--The term “elective deferral' neans
any elective deferral described in subparagraph (A) or (C of
section 402(g)(3)."'".

(b) Excess Deferrals.--Section 402(g) <<NOTE: 26 USC 402.>>
(relating to Iimtation on exclusion for elective deferrals) is
amended- -

(1) by adding at the end of paragraph (1) (A) (as added by
section 201(c)(1)) the foll owing new sentence: "~ The precedi ng
sentence shall not apply the portion of such excess as does not
exceed the designated Roth contributions of the individual for

the taxable year.''; and

(2) by inserting " (or would be included but for the | ast
sentence thereof )'' after "“paragraph (1)'' in paragraph
(2)(A).

(c) Rollovers.--Subparagraph (B) of section 402(c)(8) is anended by

addi ng at the end the foll ow ng:
“TIf any portion of an eligible rollover distributionis
attributable to paynments or distributions froma
desi gnated Roth account (as defined in section 402A), an
eligible retirement plan with respect to such portion
shal | include only another designated Roth account and a
Roth IRA."".

(d) Reporting Requirenents.--
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(1) W2 information.--Section 6051(a)(8) <<NOTE: 26 USC
6051.>> is anmended by inserting ~°, including the amunt of
designated Roth contributions (as defined in section 402A)"''
before the conma at the end.

(2) Information.--Section 6047 is anmended by redesignating
subsection (f ) as subsection (g) and by inserting after
subsection (e) the foll owi ng new subsection:

"7 (f ) Designated Roth Contributions.--The Secretary shall require
the plan adm nistrator of each applicable retirement plan (as defined in



section 402A) to make such returns and reports regardi ng desi gnated Roth
contributions (as defined in section 402A) to the Secretary,
partici pants and beneficiaries of the plan, and such other persons as
the Secretary may prescribe.'".

(e) Conform ng Amendnents. - -

(1) Section 408A(e) is amended by adding after the first
sentence the follow ng new sentence: "~ Such termincludes a
roll over contribution described in section 402A(c)(3)(A).""'

(2) The table of sections for subpart A of part | of
subchapter D of chapter 1 is anended by inserting after the item
relating to section 402 the followi ng new item

"TSec. 402A. Optional treatment of elective deferrals as
Roth contributions."''.

(f ) <<NOTE: Applicability. 26 USC 402 note.>> Effective Date.--The
amendnents made by this section shall apply to taxable years beginning
after Decenmber 31, 2005.

SEC. 618. NONREFUNDABLE CREDI T TO CERTAI N | NDI VI DUALS FOR ELECTI VE
DEFERRALS AND | RA CONTRI BUTI ONS

(a) I'n General.--Subpart A of part |1V of subchapter A of chapter 1
(relating to nonrefundabl e personal credits) is anmended by inserting
after section 25A the foll owi ng new section:

T SEC. 25B. ELECTI VE DEFERRALS AND | RA CONTRI BUTI ONS BY CERTAI N
| NDI VI DUALS.

"“(a) Allowance of Credit.--1n the case of an eligible individual
there shall be allowed as a credit against the tax inposed by this
subtitle for the taxable year an amount equal to the applicable
percentage of so nmuch of the qualified retirement savings contributions
of the eligible individual for the taxable year as do not exceed $2, 000.

" (b) Applicable Percentage.--For purposes of this section, the
applicabl e percentage is the percentage determined in accordance with
the foll owi ng table:

Joint return Head of a Al |l other cases Appl i cabl e
--------------------- househol d s------------------- percentage

Over Not over Over Not over Over Not over

$30,000  ........ $22,500 ........ $15, 000 50

30, 000 32,500 22,500 24,375 15, 000 16, 250 20
32,500 50, 000 24,375 37,500 16, 250 25, 000 10
50,000  ......... 37,500 ........ 25,000 ........ 0

““(c) Eligible Individual.--For purposes of this section--

"7(1) In general.--The term “eligible individual' neans any

i ndi vidual if such individual has attained the age of 18 as of
the cl ose of the taxable year
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"7 (2) Dependents and full-tinme students not eligible.--The

term “eligible individual' shall not include--
" (A) any individual with respect to whom a



deduction under section 151 is allowed to another

t axpayer for a taxable year beginning in the cal endar

year in which such individual's taxable year begins, and
“7(B) any individual who is a student (as defined in

section 151(c)(4)).

"7 (d) Qualified Retirenment Savings Contributions.--For purposes of
this section--

""(1) In general.--The term "qualified retirenent savings
contributions' nmeans, with respect to any taxable year, the sum
of - -

""(A) the anpunt of the qualified retirement
contributions (as defined in section 219(e)) made by the
eligi bl e individual

" (B) the anpunt of--

"7 (i) any elective deferrals (as defined in
section 402(g)(3)) of such individual, and
" (ii) any elective deferral of conpensation
by such i ndividual under an eligible deferred
conpensation plan (as defined in section 457(b))
of an eligible enployer described in section
457(e) (1) (A), and
(O the amount of voluntary enpl oyee contributions
by such individual to any qualified retirenment plan (as
defined in section 4974(c)).

"7 (2) Reduction for certain distributions.--

""(A) In general.--The qualified retirenent savings
contributions determ ned under paragraph (1) shall be
reduced (but not bel ow zero) by the sum of --

“T(i) any distribution froma qualified
retirement plan (as defined in section 4974(c)),
or froman eligible deferred conpensation plan (as
defined in section 457(b)), received by the
i ndi vidual during the testing period which is
i ncludible in gross incone, and

“T(ii) any distribution froma Roth IRA or a
Rot h account received by the individual during the
testing period which is not a qualified rollover
contribution (as defined in section 408A(e)) to a
Roth I RA or a rollover under section 402(c)(8)(B)
to a Roth account.

"7 (B) Testing period.--For purposes of subparagraph
(A), the testing period, with respect to a taxable year
is the period which includes--

"7 (i) such taxabl e year,

"T(ii) the 2 preceding taxable years, and

“(iii) the period after such taxable year and
before the due date (including extensions) for
filing the return of tax for such taxable year

"(C) Excepted distributions.--There shall not be
taken into account under subparagraph (A)--

"7 (i) any distribution referred to in section
72(p), 401(k)(8), 401(m(6), 402(g)(2), 404(k), or
408(d) (4), and

“T(ii) any distribution to which section
408A(d) (3) applies.

(D) Treatnment of distributions received by spouse

of individual.--For purposes of determning
di stributions received by an individual under
subpar agr aph
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(A) for any taxable year, any distribution received by

t he spouse of such individual shall be treated as

recei ved by such individual if such individual and
spouse file a joint return for such taxable year and for
the taxabl e year during which the spouse receives the

di stribution.

““(e) Adjusted Gross | ncone.--For purposes of this section, adjusted
gross income shall be determ ned without regard to sections 911, 931
and 933.

“T(f ) Investment in the Contract.--Notwi thstandi ng any other
provision of law, a qualified retirenent savings contribution shall not
fail to be included in determ ning the investnment in the contract for
pur poses of section 72 by reason of the credit under this section

"“(g) Termnation.--This section shall not apply to taxable years
begi nni ng after Decenmber 31, 2006.'".

(b) Credit Allowed Against Regular Tax and Alternative M ninum
Tax. - -

(1) I'n general.--Section 25B, <<NOTE: 26 USC 25B.>> as
added by subsection (a), is amended by inserting after
subsection (f ) the follow ng new subsection

"“(g) Limtation Based on Amobunt of Tax.--The credit all owed under
subsection (a) for the taxable year shall not exceed the excess of--
"7 (1) the sumof the regular tax liability (as defined in
section 26(b)) plus the tax inposed by section 55, over
"7 (2) the sumof the credits allowabl e under this subpart
(other than this section and section 23) and section 27 for the
t axabl e year.'".
(2) Conform ng amendnents. --
(A) Section 24(b)(3)(B), as amended by sections
201(b) and 203(d), is anended by striking " “section 23
and inserting "~ “sections 23 and 25B'"'.
(B) Section 25(e)(1)(C), as amended by section
201(b), is amended by inserting ~"25B,'' after ~"24,'".
(C Section 26(a)(1), as anended by sections 201(b)
and 203, is anmended by striking ““and 24'' and inserting
T, 24, and 25B'"'.
(D) Section 904(h), as anended by sections 201(b)
and 203, is anmended by striking “~“and 24'' and inserting
Y, 24, and 25B'"'.
(E) Section 1400C(d), as anended by sections 201(b)
and 203, is anmended by striking ~“and 24'' and inserting
Y, 24, and 25B'"'.

(c) Conform ng Amendnent.--The table of sections for subpart A of
part |1V of subchapter A of chapter 1, as anended by section 432, is
anended by inserting after the itemrelating to section 25A the
follow ng new item

""Sec. 25B. Elective deferrals and | RA contributions by
certain individuals.'".

(d) <<NOTE: Applicability. 26 USC 24 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to taxable years begi nning
after Decenmber 31, 2001.

SEC. 619. CREDIT FOR PENSI ON PLAN STARTUP COSTS OF SMALL EMPLOYERS.

(a) I'n General.--Subpart D of part IV of subchapter A of chapter 1
(relating to business related credits) is amended by adding at the end
the foll owi ng new section:
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"TSEC. 45E. SMALL EMPLOYER PENSI ON PLAN STARTUP COSTS.

"“(a) CGeneral Rule.--For purposes of section 38, in the case of an
eligible enployer, the small enployer pension plan startup cost credit
determ ned under this section for any taxable year is an amount equal to
50 percent of the qualified startup costs paid or incurred by the
taxpayer during the taxable year.

" (b) Dollar Limtation.--The amunt of the credit determ ned under
this section for any taxable year shall not exceed--

"7(1) $500 for the first credit year and each of the 2
taxabl e years imediately following the first credit year, and
"7(2) zero for any other taxable year

““(c) Eligible Enployer.--For purposes of this section--

(1) In general.--The term “eligible enployer' has the
meani ng gi ven such term by section 408(p)(2)(CO(i).

"7 (2) Requirement for new qualified enployer plans.--Such
term shall not include an enployer if, during the 3-taxable year
period i medi ately preceding the 1st taxable year for which the
credit under this section is otherwi se allowable for a qualified
enpl oyer plan of the enployer, the empl oyer or any nenber of any
controlled group including the enployer (or any predecessor of
either) established or maintained a qualified enployer plan with
respect to which contributions were nade, or benefits were
accrued, for substantially the same enployees as are in the
qual i fied enpl oyer plan.

"7 (d) Oher Definitions.--For purposes of this section--

"7(1) Qualified startup costs. --

""(A) In general.--The term qualified startup
costs' neans any ordinary and necessary expenses of an
eligible enployer which are paid or incurred in
connection wth--

"7 (i) the establishment or adm nistration of
an eligible empl oyer plan, or

"T(ii) the retirenent-rel ated educati on of
enpl oyees with respect to such plan

"7 (B) Plan nust have at |east 1 participant.--Such
term shall not include any expense in connection with a
pl an that does not have at |east 1 enployee eligible to
participate who is not a highly conpensated enpl oyee.

"7 (2) Eligible enployer plan.--The term “eligible enployer
pl an' means a qualified enployer plan within the nmeaning of
section 4972(d).

"7 (3) First credit year.--The term "first credit year'
means- -

" (A) the taxable year which includes the date that
the eligible enployer plan to which such costs relate
becomes effective, or

"7(B) at the election of the eligible enployer, the
t axabl e year preceding the taxable year referred to in
subpar agraph (A).

" (e) Special Rules.--For purposes of this section--

“(1) Aggregation rules.--All persons treated as a single
enpl oyer under subsection (a) or (b) of section 52, or
subsection (n) or (o) of section 414, shall be treated as one
person. All eligible enployer plans shall be treated as 1
eligible enployer plan.

"7 (2) Disallowance of deduction.--No deduction shall be
al lowed for that portion of the qualified startup costs paid
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or incurred for the taxable year which is equal to the credit
det erm ned under subsection (a).

"7(3) Election not to claimcredit.--This section shall not
apply to a taxpayer for any taxable year if such taxpayer el ects
to have this section not apply for such taxable year.'"'.

(b) Credit Allowed as Part of General Business Credit.--Section
38(b) <<NOTE: 26 USC 38.>> (defining current year business credit) is
amended by striking ““plus'' at the end of paragraph (12), by striking
the period at the end of paragraph (13) and inserting ~°, plus'', and by
adding at the end the follow ng new paragraph:

""(14) in the case of an eligible enployer (as defined in
section 45E(c)), the small enployer pension plan startup cost
credit determ ned under section 45E(a).'".

(c) Conform ng Arendnents. - -

(1) Section 39(d) is amended by adding at the end the
foll owi ng new paragraph:

"7 (10) No carryback of smmll enployer pension plan startup
cost credit before january 1, 2002.--No portion of the unused
busi ness credit for any taxable year which is attributable to
the smal |l enpl oyer pension plan startup cost credit determ ned
under section 45E may be carried back to a taxable year
begi nni ng before January 1, 2002.'"'.

(2) Subsection (c) of section 196 is anended by striking
““and'' at the end of paragraph (8), by striking the period at
the end of paragraph (9) and inserting ~°, and'', and by addi ng
at the end the foll owi ng new paragraph

"7(10) the small enployer pension plan startup cost credit
det ermi ned under section 45E(a).'".

(3) The table of sections for subpart D of part |V of
subchapter A of chapter 1 is anended by adding at the end the
following new item

" Sec. 45E. Smml | enpl oyer pension plan startup
costs.'"'.

(d) <<NOTE: Applicability. 26 USC 38 note.>> Effective Date.--The
amendments nmade by this section shall apply to costs paid or incurred in
taxabl e years begi nning after December 31, 2001, with respect to
qual i fied enpl oyer plans established after such date.

SEC. 620. <<NOTE: 26 USC 7801 note.>> ELIM NATION OF USER FEE FOR
REQUESTS TO I RS REGARDI NG PENSI ON PLANS.

(a) Elimnation of Certain User Fees.--The Secretary of the Treasury
or the Secretary's del egate shall not require paynent of user fees under
t he program established under section 10511 of the Revenue Act of 1987
for requests to the Internal Revenue Service for determ nation letters
with respect to the qualified status of a pension benefit plan
mai nt ai ned solely by one or nore eligible enployers or any trust which
is part of the plan. The precedi ng sentence shall not apply to any
request - -

(1) made after the later of--
(A) the fifth plan year the pension benefit plan is
in existence; or
(B) the end of any renedial amendment period with
respect to the plan beginning within the first 5 plan
years; or
(2) made by the sponsor of any prototype or sinmilar plan
whi ch the sponsor intends to market to participating enpl oyers.
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(b) Pension Benefit Plan.--For purposes of this section, the term
" pension benefit plan'' means a pension, profit-sharing, stock bonus,
annuity, or enpl oyee stock ownership plan

(c) Eligible Enpl oyer.--For purposes of this section, the term
““eligible enployer'' neans an eligible enployer (as defined in section
408(p)(2) (O (i)(1) of the Internal Revenue Code of 1986) which has at
| east one enployee who is not a highly conpensated enpl oyee (as defined
in section 414(q)) and is participating in the plan. The determ nation
of whether an enployer is an eligible enployer under this section shal
be made as of the date of the request described in subsection (a).

(d) Determ nation of Average Fees Charged.--For purposes of any
determ nati on of average fees charged, any request to which subsection
(a) applies shall not be taken into account.

(e) <<NOTE: Applicability.>> Effective Date.--The provisions of
this section shall apply with respect to requests made after Decenber
31, 2001.

SEC. 621. TREATMENT OF NONRESI DENT ALI ENS ENGAGED | N | NTERNATI ONAL
TRANSPORTATI ON SERVI CES.

(a) Exclusion FromIncome Sourcing Rules.--The second sentence of
section 861(a)(3) <<NOTE: 26 USC 861.>> (relating to gross income from
sources within the United States) is anmended by striking "~ except for
pur poses of sections 79 and 105 and subchapter D,''.

(b) <<NOTE: Applicability. 26 USC 861 note.>> Effective Date.--The
anmendnent made by subsection (a) shall apply to remuneration for
services performed in plan years begi nning after Decenmber 31, 2001

Subtitle C -Enhancing Fairness for Wnen
SEC. 631. CATCH- UP CONTRI BUTI ONS FOR | NDI VI DUALS AGE 50 OR OVER

(a) In General.--Section 414 (relating to definitions and specia
rul es) is anended by adding at the end the foll owi ng new subsection
""(v) Catch-up Contributions for |ndividuals Age 50 or Over.--
"7(1) In general.--An applicable enployer plan shall not be
treated as failing to neet any requirement of this title solely
because the plan permts an eligible participant to nake
additional elective deferrals in any plan year
"7(2) Limtation on ampbunt of additional deferrals.--

""(A) In general.--A plan shall not permt
additional elective deferrals under paragraph (1) for
any year in an anount greater than the | esser of--

(i) the applicable dollar anpunt, or
“T(ii) the excess (if any) of--
"T(1) the participant's conpensation
(as defined in section 415(c)(3)) for
the year, over
T (1'l) any other elective deferrals
of the participant for such year which
are made without regard to this
subsecti on.

" (B) Applicable dollar amount.--For purposes of
t hi s paragraph--

“T(i) In the case of an applicable enployer
pl an other than a plan described in section
401(k) (11) or
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408(p), the applicable dollar anpunt shall be
determ ned in accordance with the follow ng table:

"For taxable years The applicable...... ... .. ... ... ... ... ...
begi nning in: dollar amount is:.......... .. ... ... .......
2002 $1, 000
2003 $2, 000
2004 $3, 000
2005 $4, 000
2006 and thereafter $5, 000.

“T(ii) In the case of an applicable enployer
pl an described in section 401(k)(11) or 408(p),
the applicable dollar amount shall be determ ned
in accordance with the follow ng table:
" For taxable years The applicable........... ... . ... ... ......
begi nni ng in: dollar amount is:.................. .. .....
2002 $500
2003 $1, 000
2004 $1, 500
2005 $2, 000
2006 and thereafter $2, 500.
""(C) Cost-of-living adjustnent.--1n the case of a

year beginning after Decenber 31, 2006, the Secretary
shal | adjust annually the $5,000 amount in subparagraph
(B)(i) and the $2,500 ampunt in subparagraph (B)(ii) for
increases in the cost-of-living at the same tine and in
the sanme manner as adjustnents under section 415(d);
except that the base period taken into account shall be
t he cal endar quarter beginning July 1, 2005, and any

i ncrease under this subparagraph which is not a nultiple
of $500 shall be rounded to the next lower nultiple of
$500. "' .

"7 (3) Treatnment of contributions.--In the case of any
contribution to a plan under paragraph (1)--

" (A) such contribution shall not, with respect to
the year in which the contribution is made--

(i) be subject to any otherw se applicable
limtation contained in section 402(g), 402(h),
403(b), 404(a), 404(h), 408(k), 408(p), 415, or
457, or

“T(ii) be taken into account in applying such
[imtations to other contributions or benefits
under such plan or any other such plan, and

"(B) except as provided in paragraph (4), such plan
shall not be treated as failing to neet the requirenents
of section 401(a)(4), 401(a)(26), 401(k)(3), 401(k)(11),
401(k)(12), 403(b)(12), 408(k), 408(p), 408B, 410(b), or
416 by reason of the making of (or the right to make)
such contribution.

" (4) Application of nondiscrimnation rules.--

""(A) In general.--An applicable enmpl oyer plan shal
be treated as failing to nmeet the nondiscrimnation
requi renents under section 401(a)(4) with respect to
benefits, rights, and features unless the plan allows
all eligible participants to make the same election with
respect to the additional elective deferrals under this
subsecti on.
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"7 (B) Aggregation.--For purposes of subparagraph
(A), all plans maintained by enployers who are treated
as a single enpl oyer under subsection (b), (c), (m, or
(o) of section 414 shall be treated as 1 plan
"7(5) Eligible participant.--For purposes of this
subsection, the term “eligible participant' means, with respect
to any plan year, a participant in a plan--
""(A) who has attained the age of 50 before the
cl ose of the plan year, and
"7 (B) with respect to whom no other elective
deferrals may (w thout regard to this subsection) be
made to the plan for the plan year by reason of the
application of any limtation or other restriction
descri bed in paragraph (3) or conparable linmtation or
restriction contained in the terms of the plan
"7 (6) Other definitions and rules.--For purposes of this
subsecti on- -
" (A) Applicable enployer plan.--The term
“applicabl e enpl oyer plan' neans--

(i) an enployees' trust described in section
401(a) which is exenpt fromtax under section
501(a),

“T(ii) a plan under which anmpunts are
contributed by an individual's enployer for an
annuity contract described in section 403(hb),

“T(iii) an eligible deferred conmpensation plan
under section 457 of an eligible enployer
described in section 457(e)(1)(A), and

“(iv) an arrangement neeting the requirements
of section 408 (k) or (p).

"(B) Elective deferral.--The term “elective
deferral' has the nmeaning given such term by subsection
(wW(2) (9.

"7 (C) Exception for section 457 plans.--This
subsection shall not apply to an applicabl e enpl oyer
pl an described in subparagraph (A)(iii) for any year to
whi ch section 457(b)(3) applies."'"'.

(b) <<NOTE: Effective date. 26 USC 414 note.>> Effective Date.--The
amendment made by this section shall apply to contributions in taxable
years begi nning after Decenber 31, 2001

SEC. 632. EQUI TABLE TREATMENT FOR CONTRI BUTI ONS OF EMPLOYEES TO DEFI NED
CONTRI BUTI ON PLANS.

(a) Equitable Treatnent.--

(1) I'n general.--Subparagraph (B) of section <<NOTE: 26 USC
415.>> 415(c)(1l) (relating to limtation for defined
contribution plans) is anmended by striking ~ 25 percent'' and
inserting "~ 100 percent'’

(2) Application to section 403(b).--Section 403(b) is
amended- -

(A) by striking “~“the exclusion allowance for such
taxabl e year'' in paragraph (1) and inserting "~ "the
applicable Iimt under section 415"’

(B) by striking paragraph (2), and

(C) by inserting “~“or any ampunt received by a
former enployee after the fifth taxable year follow ng
the taxable year in which such enpl oyee was tern nated
before the period at the end of the second sentence of
par agr aph (3).

(3) Conform ng amendnents. - -
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(A) Subsection (f ) of section 72 <<NOTE: 26 USC
72.>> is anended by striking "~ section
403(b)(2)(D)(iii))'" and inserting "~ “section
403(b)(2)(D)(iii), as in effect before the enactnment of
the Econonmic Growth and Tax Relief Reconciliation Act of
2001'".

(B) Section 404(a)(10)(B) is anended by striking ",
t he exclusion allowance under section 403(b)(2),"'".

(C) Section 415(a)(2) is anended by striking *°, and
t he amount of the contribution for such portion shal
reduce the exclusion allowance as provided in section
403(b)(2)'".

(D) Section 415(c)(3) is anmended by adding at the
end the foll ow ng new subparagraph:

""(E) Annuity contracts.--1n the case of an annuity
contract described in section 403(b), the term
“participant's conpensation' means the participant's
i ncl udi bl e conpensati on detern ned under section
403(b)(3)."'".

(E) Section 415(c) is amended by striking paragraph
(4).

(F) Section 415(c)(7) is amended to read as fol |l ows:

"7 (7) Certain contributions by church plans not treated as
exceeding limt.--

""(A) In general.--Notw thstanding any other
provi sion of this subsection, at the election of a
partici pant who is an enployee of a church or a
convention or association of churches, including an
organi zati on described in section 414(e)(3)(B)(ii),
contributions and other additions for an annuity
contract or retirement income account described in
section 403(b) with respect to such participant, when
expressed as an annual addition to such participant's
account, shall be treated as not exceeding the
limtation of paragraph (1) if such annual addition is
not in excess of $10, 000.

"7 (B) $40,000 aggregate limtation.--The tota
amount of additions with respect to any participant
whi ch may be taken into account for purposes of this
subparagraph for all years may not exceed $40, 000.

"7 (C) Annual addition.--For purposes of this
par agr aph, the term “annual addition' has the nmeaning
gi ven such term by paragraph (2).'".

(G Subparagraph (B) of section 402(g)(7) (as
redesi gnated by section 611(c)(3)) is amended by
i nserting before the period at the end the foll ow ng:
““(as in effect before the enactment of the Econonic
Growth and Tax Relief Reconciliation Act of 2001'"'.

(H) Section 664(g) is anended--

(i) in paragraph (3)(E) by striking
““limtations under section 415(c)'' and inserting

“Tapplicable limtation under paragraph (7)'', and
(ii) by adding at the end the foll ow ng new
par agr aph:

“7(7) Applicable limtation.--

" (A) In general.--For purposes of paragraph (3)(E)
the applicable limtation under this paragraph with
respect to a participant is an anount equal to the
| esser of --

(i) $30,000, or
“T(ii) 25 percent of the participant's



conpensation (as defined in section 415(c)(3)).
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"7(B) Cost-of-living adjustnent.--The Secretary
shal | adjust annually the $30,000 anpunt under
subparagraph (A)(i) at the sane tine and in the sane
manner as under section 415(d), except that the base
period shall be the cal endar quarter begi nning Cctober
1, 1993, and any increase under this subparagraph which
is not a multiple of $5,000 shall be rounded to the next
| owest multiple of $5,000.'".

(4) <<NOTE: Applicability. 26 USC 72 note.>> Effective
date.--The amendnments made by this subsection shall apply to
years begi nning after Decenber 31, 2001

(b) Special Rules for Sections 403(b) and 408. --

(1) I'n general.--Subsection (k) of section 415 <<NOTE: 26
USC 415.>> is anmended by adding at the end the follow ng new
par agr aph:

T (4) Special rules for sections 403(b) and 408. --For
pur poses of this section, any annuity contract described in
section 403(b) for the benefit of a participant shall be treated
as a defined contribution plan maintai ned by each enpl oyer with
respect to which the participant has the control required under
subsection (b) or (c) of section 414 (as nodified by subsection
(h)). For purposes of this section, any contribution by an
enployer to a sinplified enployee pension plan for an individua
for a taxable year shall be treated as an enployer contribution
to a defined contribution plan for such individual for such
year.'"'.

(2) <<NOTE: 26 USC 415 note.>> £Effective date.--

(A) <<NOTE: Applicability.>> 1In general.--The
amendnent made by paragraph (1) shall apply to
limtation years beginning after Decenber 31, 1999.

(B) Exclusion allowance.--Effective for lintation
years beginning in 2000, in the case of any annuity
contract described in section 403(b) of the Interna
Revenue Code of 1986, the ampunt of the contribution
disqualified by reason of section 415(g) of such Code
shal |l reduce the exclusion allowance as provided in
section 403(b)(2) of such Code.

(3) <<NOTE: 26 USC 403 note.>> Election to nodify section
403(b) exclusion allowance to conformto section 415
nodi fication.--1n the case of taxable years beginning after
Decenmber 31, 1999, and before January 1, 2002, a plan may
di sregard the requirement in the regulations regarding the
excl usion al |l owance under section 403(b)(2) of the Interna
Revenue Code of 1986 that contributions to a defined benefit
pension plan be treated as previously excluded anounts for
pur poses of the exclusion allowance.

(c) Deferred Conpensation Plans of State and Local Governnents and
Tax- Exenpt Organi zati ons. - -

(1) In general.--Subparagraph (B) of section 457(b)(2)
(relating to salary limtation on eligible deferred conpensation
pl ans) is amended by striking ~~3311/3\ percent'' and inserting
"7100 percent''.

(2) <<NOTE: Applicability. 26 USC 457 note.>> Effective
date.--The anmendnent nmade by this subsection shall apply to
years begi nning after Decenber 31, 2001

SEC. 633. FASTER VESTI NG OF CERTAI N EMPLOYER MATCHI NG CONTRI BUTI ONS.



(a) In Ceneral.--Section 411(a) (relating to m ninum vesting
standards) i s amended- -
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(1) in paragraph (2), by striking “~“A plan'' and inserting
" Except as provided in paragraph (12), a plan''; and
(2) by adding at the end the follow ng:
"7 (12) Faster vesting for matching contributions.--In the
case of matching contributions (as defined in section
401(m) (4)(A)), paragraph (2) shall be applied--
""(A) by substituting "3 years' for 5 years' in
subparagraph (A), and
"7 (B) by substituting the following table for the
tabl e contai ned in subparagraph (B):

The nonforfeitable

““Years of service: percentage is:
2 20
B 40
A 60
D 80
B i 100."

(b) Anmendnent of ERI SA. --Section 203(a) of the Enpl oyee Retirenent
I ncone Security Act of 1974 (29 U. S.C. 1053(a)) is anended--
(1) in paragraph (2), by striking ~“A plan'' and inserting
" Except as provided in paragraph (4), a plan'', and
(2) by adding at the end the follow ng:
"7(4) In the case of matching contributions (as defined in
section 401(m(4)(A) of the Internal Revenue Code of 1986),
par agraph (2) shall be applied--
" (A) by substituting "3 years' for "5 years' in
subpar agraph (A), and
"7 (B) by substituting the following table for the
tabl e contai ned in subparagraph (B):

The nonforfeitable

"“Years of service: percentage is:
2 20
L 40
A 60
D 80
B 100."

(c) <<NOTE: 26 USC 411 note.>> Effective Dates.--

(1) <<NOTE: Applicability.>> 1In general.--Except as
provi ded in paragraph (2), the amendnents nmade by this section
shall apply to contributions for plan years beginning after
Decenmber 31, 2001.

(2) Collective bargaining agreenents.--1n the case of a plan
mai nt ai ned pursuant to one or nore collective bargaining
agreenents between enpl oyee representati ves and one or nore
enpl oyers ratified by the date of the enactnent of this Act, the
amendments nmade by this section shall not apply to contributions
on behal f of enployees covered by any such agreenment for plan
years begi nning before the earlier of--

(A) the later of--

(i) the date on which the last of such
col l ective bargai ning agreenents terni nates
(determ ned without regard to any extension
thereof on or after such date of the enactnent);



or
(ii) January 1, 2002; or
(B) January 1, 2006.
(3) Service required.--Wth respect to any plan, the
anmendnments made by this section shall not apply to any enpl oyee
before the date that such enpl oyee has 1 hour of
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servi ce under such plan in any plan year to which the anendnents
made by this section apply.

SEC. 634. MODI FI CATION TO M Nl MUM DI STRI BUTI ON RULES

The Secretary of the Treasury shall nodify the Iife expectancy
tabl es under the regulations relating to mninmumdistribution
requi renents under sections 401(a)(9), 408(a)(6) and (b)(3), 403(b)(10),
and 457(d)(2) of the Internal Revenue Code to reflect current life
expect ancy.

SEC. 635. CLARI FI CATI ON OF TAX TREATMENT OF DI VI SI ON OF SECTI ON 457 PLAN
BENEFI TS UPON DI VORCE

(a) In General.--Section 414(p)(11) <<NOTE: 26 USC 414.>> (relating
to application of rules to governnental and church plans) is anended--
(1) by inserting ““or an eligible deferred conpensation plan
(within the nmeani ng of section 457(b))'"' after "~ subsection
(e))''; and
(2) in the heading, by striking " governnental and church
plans'' and inserting ~“certain other plans''

(b) Waiver of Certain Distribution Requirenents.--Paragraph (10) of
section 414(p) is amended by striking ~~and section 409(d)'' and
inserting "~ “section 409(d), and section 457(d)""’

(c) Tax Treatnent of Payments From a Section 457 Pl an. --Subsection
(p) of section 414 is anended by redesignating paragraph (12) as
paragraph (13) and inserting after paragraph (11) the follow ng new
par agr aph:

"7 (12) Tax treatnment of payments froma section 457 plan.--
If a distribution or paynent froman eligible deferred
conpensation plan described in section 457(b) is made pursuant
to a qualified donmestic relations order, rules simlar to the
rul es of section 402(e)(1)(A) shall apply to such distribution
or paynment.'"'.

(d) <<NOTE: Applicability. 26 USC 414 note.>> Effective Date.--The
anmendnent made by this section shall apply to transfers, distributions,
and paynents made after Decenmber 31, 2001

SEC. 636. PROVI SI ONS RELATI NG TO HARDSHI P DI STRI BUTI ONS.

(a) Safe Harbor Relief.--

(1) In general.--The Secretary of the Treasury shall revise
the regulations relating to hardship distributions under section
401(k)(2)(B)(i)(1V) of the Internal Revenue Code of 1986 to
provi de that the period an enployee is prohibited from maki ng
el ective and enpl oyee contributions in order for a distribution
to be deemed necessary to satisfy financial need shall be equa
to 6 months.

(2) <<NOTE: Applicability.>> Effective date.--The revised
regul ati ons under this subsection shall apply to years begi nning
after Decenmber 31, 2001



(b) Hardship Distributions Not Treated as Eligible Rollover
Di stributions.--

(1) Modification of definition of eligible rollover.--
Subpar agraph (C) of section 402(c)(4) (relating to eligible
rollover distribution) is anmended to read as follows:

"7(C) any distribution which is nmade upon hardship
of the enployee.''.

(2) <<NOTE: Applicability. 26 USC 402 note.>> Effective
date.--The anmendnent nmade by this subsection shall apply to
di stributions made after Decenber 31, 2001
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SEC. 637. WAIVER OF TAX ON NONDEDUCTI BLE CONTRI BUTI ONS FOR DOMESTI C OR
SI'M LAR WORKERS.

(a) In General.--Section 4972(c)(6) <<NOTE: 26 USC 4972.>>
(relating to exceptions to nondeductible contributions), as anended by
section 616, is amended by striking "~ “and'' at the end of subparagraph
(A), by striking the period and inserting ", or'' at the end of
subpar agraph (B), and by inserting after subparagraph (B) the foll ow ng
new subpar agraph

""(C) so nmuch of the contributions to a sinple
retirement account (within the meaning of section
408(p)) or a sinple plan (within the neaning of section
401(k)(11)) which are not deducti ble when contributed
sol ely because such contributions are not nmade in
connection with a trade or business of the enployer.'"'.

(b) Exclusion of Certain Contributions.--Section 4972(c)(6), as
anended by subsection (a), is amended by adding at the end the foll ow ng
new sentence: " Subparagraph (C) shall not apply to contributions nade
on behalf of the enployer or a nenber of the enployer's famly (as
defined in section 447(e)(1))."'".

(c) <<NOTE: 26 USC 4972 note.>> No Inference.--Nothing in the
amendnents nmade by this section shall be construed to infer the proper
treat ment of nondeductible contributions under the laws in effect before
such anendnents.

(d) <<NOTE: Applicability. 26 USC 4972 note.>> Effective Date.--The
amendnments made by this section shall apply to taxable years begi nning
after Decenber 31, 2001.

Subtitle D--Increasing Portability for Participants
SEC. 641. ROLLOVERS ALLOVWED AMONG VARI OUS TYPES OF PLANS.

(a) Rollovers Fromand to Section 457 Plans. --
(1) Rollovers from section 457 plans.--

(A) In general.--Section 457(e) (relating to other
definitions and special rules) is amended by addi ng at
the end the follow ng:

"7 (16) Rollover amounts. --

""(A) Ceneral rule.--In the case of an eligible
deferred conpensati on plan established and mai ntai ned by
an enpl oyer described in subsection (e)(1)(A), if--

(i) any portion of the balance to the credit
of an enployee in such plan is paid to such
enpl oyee in an eligible rollover distribution
(within the nmeani ng of section 402(c)(4)),

“T(ii) the enployee transfers any portion of
the property such enpl oyee receives in such
distribution to an eligible retirenment plan
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described in section 402(c)(8)(B), and
“T(iii) in the case of a distribution of

property other than noney, the amount so

transferred consists of the property distributed,
then such distribution (to the extent so transferred)
shall not be includible in gross income for the taxable
year in which paid.

"7 (B) Certain rules nmade applicable.--The rules of

par agraphs (2) through (7) and (9) of section 402(c) and
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section 402(f ) shall apply for purposes of subparagraph
(A).

" (O Reporting.--Rollovers under this paragraph
shall be reported to the Secretary in the sanme nanner as
rollovers fromqualified retirenment plans (as defined in
section 4974(c))."'".

(B) Deferral limt determ ned without regard to
roll over ampunts.--Section 457(b)(2) <<NOTE: 26 USC
457.>> (defining eligible deferred conpensation pl an)
is anended by inserting " (other than rollover
anounts)'' after "“taxable year''.

(C) Direct rollover.--Paragraph (1) of section
457(d) is anmended by striking "“and'' at the end of
subpar agraph (A), by striking the period at the end of
subparagraph (B) and inserting ~°, and'', and by
i nserting after subparagraph (B) the follow ng:

"'(O in the case of a plan maintained by an
enpl oyer described in subsection (e)(1)(A), the plan
meets requirenents simlar to the requirenents of
section 401(a)(31).

Any amount transferred in a direct trustee-to-trustee transfer
in accordance with section 401(a)(31) shall not be includible in
gross income for the taxable year of transfer.'"'.

(D) W thhol ding. --

(i) Paragraph (12) of section 3401(a) is
anended by adding at the end the foll ow ng:

""(E) under or to an eligible deferred conpensation
pl an which, at the tinme of such payment, is a plan
described in section 457(b) which is maintai ned by an
eligible enployer described in section 457(e)(1)(A),
or''.

(ii) Paragraph (3) of section 3405(c) is
amended to read as foll ows:

""(3) Eligible rollover distribution.--For purposes of this

subsect
meani ng

(2)

on, the term eligible rollover distribution'" has the
gi ven such term by section 402(f )(2)(A)."'".
(iii) Liability for wi thhol ding.--Subparagraph
(B) of section 3405(d)(2) is amended by striking
“tor'' at the end of clause (ii), by striking the
period at the end of clause (iii) and inserting
T, or'', and by adding at the end the foll ow ng:
"7 (iv) section 457(b) and which is maintained
by an eligi ble enployer described in section
457(e) (1) (A) . ' ".
Rol | overs to section 457 plans. --

(A) In general.--Section 402(c)(8)(B) (defining
eligible retirement plan) is anended by striking ~ " and'
at the end of clause (iii), by striking the period at
the end of clause (iv) and inserting ~°, and'', and by
inserting after clause (iv) the follow ng new cl ause:

"7 (v) an eligible deferred conmpensati on plan



described in section 457(b) which is maintained by

an eligible empl oyer described in section

457(e) (1) (A) . "' ".

(B) Separate accounting.--Section 402(c) is anmended
by adding at the end the follow ng new paragraph
"7 (10) Separate accounting.--Unless a plan described in

clause (v) of paragraph (8)(B) agrees to separately account for
anounts rolled into such plan fromeligible retirenment plans not
described in such clause, the plan described in such clause may
not accept transfers or rollovers fromsuch retirement plans.''.
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(b)

(c)

(C) 10 percent additional tax.--Subsection (t) of
section 72 (relating to 10-percent additional tax on
early distributions fromaqualified retirenent plans) is
anended by adding at the end the foll ow ng new
par agr aph:

"7 (9) Special rule for rollovers to section 457 pl ans. --For
purposes of this subsection, a distribution froman eligible
deferred conpensation plan (as defined in section 457(b)) of an
eligible enployer described in section 457(e)(1)(A) shall be
treated as a distribution froma qualified retirenment plan
described in 4974(c)(1) to the extent that such distribution is
attributable to an anount transferred to an eligible deferred
conpensation plan froma qualified retirenent plan (as defined
in section 4974(c))."'".

Al'l owance of Rollovers From and To 403(b) Plans.--

(1) Rollovers from section 403(b) plans.--Section
403(b) (8)(A) (ii) <<NOTE: 26 USC 403.>> (relating to rollover
anmounts) is amended by striking ~“such distribution'' and al
that follows and inserting ~“such distribution to an eligible
retirement plan described in section 402(c)(8)(B), and''

(2) Rollovers to section 403(b) plans.--Section 402(c)(8)(B)
(defining eligible retirement plan), as anmended by subsection
(a), is anended by striking "~ “and'' at the end of clause (iv),
by striking the period at the end of clause (v) and inserting
T, and'', and by inserting after clause (v) the followi ng new
cl ause:

““(vi) an annuity contract described in
section 403(b)."".

Expanded Expl anation to Recipients of Rollover Distributions.--

Par agraph (1) of section 402(f ) (relating to witten explanation to
reci pients of distributions eligible for rollover treatnent) is anended
by striking ““and'' at the end of subparagraph (C), by striking the
period at the end of subparagraph (D) and inserting ~°, and'', and by
adding at the end the followi ng new subparagraph:

""(E) of the provisions under which distributions
fromthe eligible retirement plan receiving the
distribution may be subject to restrictions and tax
consequences which are different fromthose applicable
to distributions fromthe plan nmaki ng such
di stribution.'".

(d) Spousal Rollovers.--Section 402(c)(9) (relating to rollover
where spouse receives distribution after death of enployee) is amended
by striking “°; except that'' and all that follows up to the end period.

(e) Conform ng Arendnents. - -

(1) Section 72(0)(4) is amended by striking "~ and
408(d)(3)"'"' and inserting " 403(b)(8), 408(d)(3), and
457(e)(16)""'



(2) Section 219(d)(2) is anmended by striking " or
408(d)(3)'"' and inserting ~"408(d)(3), or 457(e)(16)"'"

(3) Section 401(a)(31)(B) is anmended by striking "~ and
403(a)(4)'' and inserting ~°, 403(a)(4), 403(b)(8), and
457(e)(16)" " .

(4) Subparagraph (A) of section 402(f )(2) is anmended by
striking ““or paragraph (4) of section 403(a)'' and inserting

*, paragraph (4) of section 403(a), subparagraph (A) of section
403(b)(8), or subparagraph (A) of section 457(e)(16)"'

(5) Paragraph (1) of section 402(f ) is amended by striKking

““froman eligible retirement plan''
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(6) Subparagraphs (A) and (B) of section 402(f
) (1) <<NOTE: 26 USC 402.>> are anended by striking "~ another
eligible retirement plan'' and inserting ~“an eligible
retirement plan''’

(7) Subparagraph (B) of section 403(b)(8) is anmended to read
as follows:

"T(B) Certain rules made applicable.--The rules of
par agr aphs (2) through (7) and (9) of section 402(c) and
section 402(f ) shall apply for purposes of subparagraph
(A), except that section 402(f ) shall be applied to the
payor in lieu of the plan adm nistrator."'"'.

(8) Section 408(a)(1l) is anmended by striking "~ or
403(b)(8),'" and inserting "~ 403(b)(8), or 457(e)(16)""

(9) Subparagraphs (A) and (B) of section 415(b)(2) are each
amended by striking ~“and 408(d)(3)'' and inserting "~ 403(b)(8),
408(d) (3), and 457(e)(16)'".

(10) Section 415(c)(2) is anmended by striking " and
408(d)(3)"'" and inserting " "~408(d)(3), and 457(e)(16)""

(11) Section 4973(b)(1)(A) is amended by striking "“or
408(d)(3)"'" and inserting " "408(d)(3), or 457(e)(16)"'"'

(f ) <<NOTE: 26 USC 402 note.>> Effective Date; Special Rule.--

(1) <<NOTE: Applicability.>> Effective date.--The
anmendnents nmade by this section shall apply to distributions
after Decenmber 31, 2001.

(2) Reasonable notice.--No penalty shall be inposed on a
plan for the failure to provide the information required by the
amendnent made by subsection (c) with respect to any
distribution made before the date that is 90 days after the date
on which the Secretary of the Treasury issues a safe harbor
roll over notice after the date of the enactnment of this Act, if
the adm ni strator of such plan nmakes a reasonable attenpt to
conmply with such requirenent.

(3) Special rule.--Notw thstanding any other provision of
| aw, subsections (h)(3) and (h)(5) of section 1122 of the Tax
Ref orm Act of 1986 shall not apply to any distribution from an
eligible retirement plan (as defined in clause (iii) or (iv) of
section 402(c)(8)(B) of the Internal Revenue Code of 1986) on
behal f of an individual if there was a rollover to such plan on
behal f of such individual which is pernitted solely by reason of
any anendnent made by this section.

SEC. 642. ROLLOVERS OF | RAS | NTO WORKPLACE RETI REMENT PLANS

(a) In General.--Subparagraph (A) of section 408(d)(3) (relating to
roll over amounts) is amended by adding “~“or'' at the end of clause (i),
by striking clauses (ii) and (iii), and by adding at the end the
fol | owi ng:

"7 (ii) <<NOTE: Deadline.>> the entire anmount



recei ved (including nmoney and any other property)
is paid into an eligible retirement plan for the
benefit of such individual not |ater than the 60th
day after the date on which the paynent or
distribution is received, except that the maxi mum
amount which may be paid into such plan may not
exceed the portion of the anmpbunt received which is
i ncludible in gross income (determ ned wthout
regard to this paragraph).
For purposes of clause (ii), the term eligible
retirement plan' nmeans an eligible retirement plan
described in clause (iii), (iv), (v), or (vi) of section
402(c)(8)(B)."".

(b) Conform ng Anendnents. - -
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(1) Paragraph (1) of section 403(b) <<NOTE: 26 USC 403.>>
is amended by striking "~ section 408(d)(3)(A)(iii)"" and
inserting ~“section 408(d)(3)(A)(ii)"".

(2) Clause (i) of section 408(d)(3)(D) is amended by
striking "~ (i), (ii), or (iii)"" and inserting " (i) or (ii)"'

(3) Subparagraph (G of section 408(d)(3) is anended to read
as follows:

(G Sinple retirement accounts.--In the case of
any paynent or distribution out of a sinple retirenent
account (as defined in subsection (p)) to which section
72(t)(6) applies, this paragraph shall not apply unless
such paynent or distribution is paid into another sinple
retirement account.'’'.

(c) <<NOTE: 26 USC 408 note.>> Effective Date; Special Rule.--

(1) <<NOTE: Applicability.>> Effective date.--The
anmendnents nmade by this section shall apply to distributions
after Decenmber 31, 2001

(2) Special rule.--Notw thstandi ng any ot her provision of
| aw, subsections (h)(3) and (h)(5) of section 1122 of the Tax
Ref orm Act of 1986 shall not apply to any distribution from an
eligible retirenent plan (as defined in clause (iii) or (iv) of
section 402(c)(8)(B) of the Internal Revenue Code of 1986) on
behal f of an individual if there was a rollover to such plan on
behal f of such individual which is pernmitted solely by reason of
the amendnents nmade by this section

SEC. 643. ROLLOVERS OF AFTER- TAX CONTRI BUTI ONS.

(a) Rollovers From Exenpt Trusts.--Paragraph (2) of section 402(c)
(relating to maxi mum amount which may be rolled over) is amended by
adding at the end the followi ng: " The preceding sentence shall not
apply to such distribution to the extent--

" (A) such portion is transferred in a direct
trustee-to-trustee transfer to a qualified trust which
is part of a plan which is a defined contribution plan
and which agrees to separately account for amunts so
transferred, including separately accounting for the
portion of such distribution which is includible in
gross income and the portion of such distribution which
is not so includible, or

"7 (B) such portion is transferred to an eligible
retirement plan described in clause (i) or (ii) of
par agraph (8)(B)."'".



(b) Optional Direct Transfer of Eligible Rollover Distributions.--
Subpar agraph (B) of section 401(a)(31) (relating to limtation) is
amended by adding at the end the following: "~ The preceding sentence
shall not apply to such distribution if the plan to which such
distribution is transferred--

““ (i) agrees to separately account for amounts
so transferred, including separately accounting
for the portion of such distribution which is
i ncludible in gross income and the portion of such
di stribution which is not so includible, or

“T(ii) is an eligible retirenent plan
described in clause (i) or (ii) of section
402(c)(8)(B)."".

(c) Rules for Applying Section 72 to IRAs.--Paragraph (3) of section
408(d) (relating to special rules for applying section 72) is anended by
inserting at the end the foll ow ng:

" (H) Application of section 72.--
(i) I'n general.--1f--
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“T(1) a distribution is made from an
i ndi vidual retirenment plan, and

“T(1'l) arollover contribution is
made to an eligible retirenent plan
described in section 402(c)(8)(B)(iii),
(iv), (v), or (vi) with respect to al
or part of such distribution

t hen, notwi t hstandi ng paragraph (2), the rules of
clause (ii) shall apply for purposes of applying
section 72.

“T(ii) Applicable rules.--1n the case of a
di stribution described in clause (i)--

"7 (1) section 72 shall be applied
separately to such distribution,

T (I'l1) notwithstanding the pro rata
al I ocation of income on, and investnent
in, the contract to distributions under
section 72, the portion of such
distribution rolled over to an eligible
retirement plan described in clause (i)
shall be treated as fromincome on the
contract (to the extent of the aggregate
i ncome on the contract from al
i ndi vidual retirenment plans of the
di stributee), and

TT(11l) appropriate adjustments
shal | be made in applying section 72 to
ot her distributions in such taxable year
and subsequent taxable years.'"'.

(d) <<NOTE: Applicability. 26 USC 401 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to distributions nade after
Decenmber 31, 2001.

SEC. 644. HARDSHI P EXCEPTI ON TO 60- DAY RULE

(a) Exenpt Trusts.--Paragraph (3) of section 402(c) (relating to
transfer nmust be made within 60 days of receipt) is amended to read as
fol |l ows:

"7 (3) Transfer must be made within 60 days of receipt.--
""(A) In general.--Except as provided in



subpar agraph (B), paragraph (1) shall not apply to any
transfer of a distribution made after the 60th day
follow ng the day on which the distributee received the
property distributed.

"7 (B) Hardship exception.--The Secretary nay waive
t he 60-day requirement under subparagraph (A) where the
failure to wai ve such requirenent would be agai nst
equity or good consci ence, including casualty, disaster
or other events beyond the reasonable control of the
i ndi vi dual subject to such requirenent."'"'.

(b) I'RAs.--Paragraph (3) of section 408(d) <<NOTE: 26 USC 408.>>
(relating to rollover contributions), as anended by section 643, is
anmended by addi ng after subparagraph (H) the follow ng new subparagraph

(c) <<NOTE:

"7 (1) Wwaiver of 60-day requirenent.--The Secretary
may wai ve the 60-day requirenent under subparagraphs (A)
and (D) where the failure to waive such requirenent
woul d be agai nst equity or good consci ence, including
casualty, disaster, or other events beyond the
reasonabl e control of the individual subject to such
requi rement.’'".

26 USC 402 note.>> Effective Date.--The anendnents made

by this section shall apply to distributions after Decenber 31, 2001

SEC. 645. TREATMENT OF FORMS OF DI STRI BUTI ON

(a) Plan Transfers.--
(1) Anendnent of internal revenue code. --Paragraph (6) of
section 411(d) (relating to accrued benefit not to be
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decreased by anendnent) is anended by adding at the end the
fol | owi ng:

(D) Plan transfers.--
“T(i) I'n general.--A defined contribution plan

(in this subparagraph referred to as the
“transferee plan') shall not be treated as failing
to nmeet the requirenents of this subsection nerely
because the transferee plan does not provide sonme
or all of the fornms of distribution previously
avai |l abl e under another defined contribution plan
(in this subparagraph referred to as the
“transferor plan') to the extent that--

(1) the forns of distribution
previously avail abl e under the
transferor plan applied to the account
of a participant or beneficiary under
the transferor plan that was transferred
fromthe transferor plan to the
transferee plan pursuant to a direct
transfer rather than pursuant to a
distribution fromthe transferor plan,

“T(I'1) the terms of both the
transferor plan and the transferee plan
aut horize the transfer described in
subcl ause (1),

“T(1'11) the transfer described in
subcl ause (1) was nade pursuant to a
voluntary election by the participant or
beneficiary whose account was
transferred to the transferee pl an,



T (I'V) the election described in
subcl ause (111) was made after the
partici pant or beneficiary received a
noti ce descri bing the consequences of
maki ng the el ection, and

“"(V) the transferee plan allows the
partici pant or beneficiary described in
subcl ause (I11) to receive any
distribution to which the participant or
beneficiary is entitled under the
transferee plan in the formof a single
sum di stri bution.

“T(ii) Special rule for mergers, etc.--Cl ause
(i) shall apply to plan nergers and ot her
transactions having the effect of a direct
transfer, including consolidations of benefits
attributable to different enployers within a
mul ti pl e enpl oyer plan

"(E) Elimination of formof distribution.--Except
to the extent provided in regulations, a defined
contribution plan shall not be treated as failing to
meet the requirements of this section nmerely because of
the elimnation of a formof distribution previously
avai l abl e thereunder. This subparagraph shall not apply
to the elinmnation of a formof distribution with
respect to any participant unless--

"7 (i) a single sumpaynent is available to
such participant at the sane tinme or tinmes as the
formof distribution being elinnated, and

“T(ii) such single sum paynent is based on the
same or greater portion of the participant's
account as the form of distribution being
elimnated.'".

(2) Anendnent of erisa.--Section 204(g) of the Enpl oyee
Retirement Incone Security Act of 1974 (29 U S.C 1054(g)) is
anmended by adding at the end the foll ow ng:
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"7 (4)(A) A defined contribution plan (in this subparagraph referred
to as the “transferee plan') shall not be treated as failing to neet the
requi renents of this subsection nerely because the transferee plan does
not provide sone or all of the forns of distribution previously
avail abl e under another defined contribution plan (in this subparagraph
referred to as the "transferor plan') to the extent that--

“T(i) the forns of distribution previously avail abl e under
the transferor plan applied to the account of a participant or
beneficiary under the transferor plan that was transferred from
the transferor plan to the transferee plan pursuant to a direct
transfer rather than pursuant to a distribution fromthe
transferor plan;

“T(ii) the ternms of both the transferor plan and the
transferee plan authorize the transfer described in clause (i);

“T(iii) the transfer described in clause (i) was nade
pursuant to a voluntary el ection by the participant or
beneficiary whose account was transferred to the transferee
pl an;

"T(iv) the election described in clause (iii) was nade after
the participant or beneficiary received a notice describing the
consequences of making the election; and

" (v) the transferee plan allows the participant or
beneficiary described in clause (iii) to receive any
distribution to which the participant or beneficiary is entitled



under the transferee plan in the formof a single sum
distribution.

"7 (B) Subparagraph (A) shall apply to plan nergers and other
transactions having the effect of a direct transfer, including
consol i dati ons of benefits attributable to different enployers within a
mul ti pl e enpl oyer plan

"7 (5) Except to the extent provided in regulations promul gated by
the Secretary of the Treasury, a defined contribution plan shall not be
treated as failing to neet the requirenments of this subsection nerely
because of the elimnation of a formof distribution previously
avai | abl e thereunder. This paragraph shall not apply to the elimnination
of a formof distribution with respect to any participant unl ess--

""(A) a single sum paynent is available to such participant
at the sanme tinme or times as the form of distribution being
el i mi nat ed; and

"7 (B) such single sum paynent is based on the sanme or
greater portion of the participant's account as the form of
distribution being elimnated."".

(3) <<NOTE: Applicability. 26 USC 411 note.>> Effective
date.--The anmendnments made by this subsection shall apply to
years begi nning after Decenmber 31, 2001

(b) Regul ations. --

(1) Anendnent of internal revenue code. --Paragraph (6)(B) of
section 411(d) (relating to accrued benefit not to be decreased
by amendnent) is amended by inserting after the second sentence
the follow ng: " The Secretary shall by regul ati ons provide that
thi s subparagraph shall not apply to any plan amendment which
reduces or elimnates benefits or subsidies which create
significant burdens or conplexities for the plan and plan
partici pants, unless such amendnent adversely affects the rights
of any participant in a nore than de mnims manner."'".

(2) Anendnent of erisa.--Section 204(g)(2) of the Enpl oyee
Retirement Incone Security Act of 1974 (29 U. S.C
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1054(g)(2)) is amended by inserting after the second sentence
the followi ng: ““The Secretary of the Treasury shall by
regul ati ons provide that this paragraph shall not apply to any
pl an amendnment which reduces or elimnates benefits or subsidies
whi ch create significant burdens or conplexities for the plan
and plan participants, unless such amendnment adversely affects
the rights of any participant in a nore than de mnims
manner.'"'.

(3) Secretary directed.--Not <<NOTE: Deadline. 26 USC 411
note.>> |ater than Decenber 31, 2003, the Secretary of the
Treasury is directed to issue regulations under section
411(d)(6) of the Internal Revenue Code of 1986 and section
204(g) of the Enpl oyee Retirenent Inconme Security Act of 1974,

i ncluding the regulations required by the amendnment nmade by this
subsection. <<NOTE: Effective date. Applicability.>> Such

regul ations shall apply to plan years beginning after Decenber
31, 2003, or such earlier date as is specified by the Secretary
of the Treasury.

SEC. 646. RATI ONALI ZATI ON OF RESTRI CTI ONS ON DI STRI BUTI ONS.

(a) Modification of Same Desk Exception. --
(1) Section 401(k).--
(A) Section 401(k)(2)(B)(i)(l) (relating to
qualified cash or deferred arrangenents) is anended by



striking " “separation fromservice'' and inserting
““severance from enpl oynent''.

(B) Subparagraph (A) of section 401(k)(10) (relating
to distributions upon term nation of plan or disposition
of assets or subsidiary) is amended to read as foll ows:

""(A) In general.--An event described in this
subparagraph is the term nation of the plan wthout
est abl i shnment or mai ntenance of another defined
contribution plan (other than an enpl oyee stock
ownership plan as defined in section 4975(e)(7))."'".

(C) Section 401(k)(10) is amended--

(i) in subparagraph (B)--

(1) by striking "~ “An event'' in
clause (i) and inserting "~"A
termnation''; and

(I'1) by striking the event'' in
clause (i) and inserting "~ "the
term nation'";
(ii) by striking subparagraph (C); and
(iii) by striking “~“or disposition of assets
or subsidiary'' in the heading.
(2) Section 403(b).--

(A) Paragraphs (7)(A)(ii) and (11)(A) of section
403(b) are each anmended by striking "~ ~separates from
service'' and inserting " “has a severance from
enpl oyment ' ' .

(B) The headi ng for paragraph (11) of section 403(b)
is amended by striking " “separation fromservice'' and
inserting " severance from enpl oyment"'’

(3) Section 457.--Clause (ii) of section 457(d)(1)(A) is
amended by striking ““is separated fromservice'' and inserting
““has a severance from enploynment''.

(b) <<NOTE: 26 USC 401 note.>> Effective Date.--The amendnents nmade
by this section shall apply to distributions after Decenber 31, 2001
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SEC. 647. PURCHASE OF SERVI CE CREDI T | N GOVERNMENTAL DEFI NED BENEFI T
PLANS.

(a) Section 403(b) Plans.--Subsection (b) of section 403 <<NOTE: 26
USC 403.>> is anended by adding at the end the followi ng new paragraph
"7 (13) Trustee-to-trustee transfers to purchase pernmi ssive
service credit.--No amount shall be includible in gross incone
by reason of a direct trustee-to-trustee transfer to a defined
benefit governmental plan (as defined in section 414(d)) if such
transfer is--
" (A) for the purchase of permissive service credit
(as defined in section 415(n)(3)(A)) under such plan, or
"7 (B) a repaynent to which section 415 does not
apply by reason of subsection (k)(3) thereof."'"'.

(b) Section 457 Pl ans.--Subsection (e) of section 457, as anended by
section 641, is amended by addi ng after paragraph (16) the followi ng new
par agr aph:

"7(17) Trustee-to-trustee transfers to purchase perm ssive
service credit.--No amount shall be includible in gross incone
by reason of a direct trustee-to-trustee transfer to a defined
benefit governnental plan (as defined in section 414(d)) if such
transfer is--

" (A) for the purchase of perm ssive service credit

(as defined in section 415(n)(3)(A)) under such plan, or



"7 (B) a repaynent to which section 415 does not
apply by reason of subsection (k)(3) thereof."'"'.

(c) <<NOTE: Applicability. 26 USC 403 note.>> Effective Date.--The
amendments nmade by this section shall apply to trustee-to-trustee
transfers after Decenmber 31, 2001

SEC. 648. EMPLOYERS MAY DI SREGARD ROLLOVERS FOR PURPOSES OF CASH- OUT
AMOUNTS.

(a) Qualified Plans.--

(1) Anmendnent of internal revenue code.--Section 411(a)(11)
(relating to restrictions on certain mandatory distributions) is
anended by adding at the end the follow ng:

" (D) Special rule for rollover contributions.--A
pl an shall not fail to nmeet the requirements of this
paragraph if, under the terns of the plan, the present
val ue of the nonforfeitable accrued benefit is
deternmined without regard to that portion of such
benefit which is attributable to rollover contributions
(and earnings allocable thereto). For purposes of this
subpar agraph, the term “rollover contributions' neans
any rollover contribution under sections 402(c),

403(a) (4), 403(b)(8), 408(d)(3)(A(ii), and
457(e)(16)."'".

(2) Anendnent of erisa.--Section 203(e) of the Enpl oyee
Retirement Incone Security Act of 1974 (29 U S.C. 1053(c)) is
anmended by adding at the end the foll ow ng:

"7(4) A plan shall not fail to neet the requirenents of this
subsection if, under the terms of the plan, the present value of the
nonforfeitable accrued benefit is determ ned without regard to that
portion of such benefit which is attributable to rollover contributions
(and earnings allocable thereto). For purposes of this subparagraph, the
term rollover contributions' means any rollover contribution under
sections 402(c), 403(a)(4), 403(b)(8), 408(d)(3)(A)(ii), and 457(e)(16)
of the Internal Revenue Code of 1986.'".
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(b) Eligible Deferred Conpensation Plans.--Clause (i) of section
457(e) (9) (A) <<NOTE: 26 USC 457.>> is anended by striking " such
anount'' and inserting ~“the portion of such amobunt which is not
attributable to rollover contributions (as defined in section
411(a)(11) (D))" " .

(c) <<NOTE: Applicability. 26 USC 411 note.>> Effective Date.--The
amendnents made by this section shall apply to distributions after
December 31, 2001.

SEC. 649. M NI MUM DI STRI BUTI ON AND | NCLUSI ON REQUI REMENTS FOR SECTI ON
457 PLANS.

(a) Mnimum Distribution Requirenents.--Paragraph (2) of section
457(d) (relating to distribution requirenments) is amended to read as
fol |l ows:

"7(2) Mnimumdistribution requirenments.--A plan neets the
m ni mum di stribution requirenments of this paragraph if such plan
nmeets the requirenments of section 401(a)(9)."'".

(b) Inclusion in Goss Incone.--
(1) Year of inclusion.--Subsection (a) of section 457
(relating to year of inclusion in gross incone) is anmended to



read as foll ows:

““(a) Year of Inclusion in Goss |ncone.--

"7(1) In general.--Any amount of conpensation deferred under
an eligible deferred conpensation plan, and any income
attributable to the ampbunts so deferred, shall be includible in
gross income only for the taxable year in which such
conpensati on or other incone--

""(A) is paid to the participant or other
beneficiary, in the case of a plan of an eligible
enpl oyer described in subsection (e)(1)(A), and

""(B) is paid or otherwi se nade available to the
partici pant or other beneficiary, in the case of a plan
of an eligible enployer described in subsection
(e)(1)(B).

"7 (2) Special rule for rollover amunts.--To the extent
provided in section 72(t)(9), section 72(t) shall apply to any
anount includible in gross income under this subsection.''.

(2) Conform ng amendnents. - -

(A) So much of paragraph (9) of section 457(e) as
precedes subparagraph (A) is anmended to read as foll ows:

7 (9) Benefits of tax exenpt organization plans not treated
as made avail able by reason of certain elections, etc.--In the
case of an eligible deferred conpensation plan of an enpl oyer
described in subsection (e)(1)(B)--"'".

(B) Section 457(d) is anended by adding at the end
the foll owi ng new paragraph:

"7 (3) Special rule for government plan.--An eligible
deferred conpensati on plan of an enpl oyer described in
subsection (e)(1)(A) shall not be treated as failing to neet the
requi rements of this subsection solely by reason of making a
di stribution described in subsection (e)(9)(A."".

(c) <<NOTE: Applicability. 26 USC 457 note.>> Effective Date.--The
anmendnents made by subsections (a) and (b) shall apply to distributions
after Decenmber 31, 2001
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Subtitle E--Strengthening Pension Security and Enforcenent
PART | -- GENERAL PROVI SI ONS
SEC. 651. REPEAL OF 160 PERCENT OF CURRENT LI ABILITY FUNDI NG LIMT.

(a) Anendnents to Internal Revenue Code. --Section

412(c)(7) <<NOTE: 26 USC 412.>> (relating to full-funding Iimtation)

i s amended- -
(1) by striking " “the applicable percentage'' in

subpar agraph (A)(i)(l) and inserting ~“in the case of plan years
begi nni ng before January 1, 2004, the applicabl e percentage'’
and

(2) by anmendi ng subparagraph (F) to read as foll ows:
" (F) Applicable percentage.--For purposes of
subparagraph (A)(i)(l), the applicable percentage shal
be deternmined in accordance with the follow ng table:

““In the case of any plan year The applicabl e

begi nning in-- percentage is--
20002, . 165
2003, . 170."

(b) Anmendnent of ERI SA. --Section 302(c)(7) of the Enployee



Retirement Incone Security Act of 1974 (29 U.S.C. 1082(c)(7)) is
amended- -
(1) by striking "“the applicable percentage'' in

subparagraph (A)(i)(l) and inserting ~"in the case of plan years
begi nni ng before January 1, 2004, the applicabl e percentage"’
and

(2) by amendi ng subparagraph (F) to read as foll ows:
" (F) Applicable percentage.--For purposes of
subparagraph (A)(i)(l), the applicabl e percentage shal
be determned in accordance with the follow ng table:

““In the case of any plan year The applicable

begi nning in cal endar year-- percent age is--

2002, . . 165
2003, . . 170."

(c) <<NOTE: Applicability. 26 USC 412 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to plan years begi nning
after Decenmber 31, 2001.

SEC. 652. MAXI MUM CONTRI BUTI ON DEDUCTI ON RULES MODI FI ED AND APPLI ED TO
ALL DEFI NED BENEFI T PLANS.

(a) In General.--Subparagraph (D) of section 404(a)(1l) (relating to
special rule in case of certain plans) is anended to read as foll ows:
(D) Special rule in case of certain plans.--
"7 (i) In general.--1n the case of any defined
benefit plan, except as provided in regul ations,
t he maxi mum anmount deducti bl e under the
limtations of this paragraph shall not be |ess
than the unfunded current liability determ ned
under section 412(1).
“T(ii) Plans with 100 or less participants.--
For purposes of this subparagraph, in the case of
a plan which has 100 or |less participants for the
pl an year, unfunded current liability shall not
include the liability attributable to benefit
i ncreases for highly conpensated enpl oyees (as
defined in section 414(q)) resulting froma plan
amendment which is nade or
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beconmes effective, whichever is later, within the
| ast 2 years.

"T(iii) Rule for determ ning nunmber of
partici pants.--For purposes of deternining the
nunber of plan participants, all defined benefit
pl ans mai ntai ned by the sane enpl oyer (or any
menmber of such enployer's controlled group (within
the neani ng of section 412(1)(8)(C))) shall be
treated as one plan, but only enployees of such
menber or enployer shall be taken into account.

“T(iv) Plans maintai ned by professional
service enployers.--In the case of a plan which
subj ect to section 4041 of the Enployee Retirenent
Income Security Act of 1974, term nates during the
pl an year, clause (i) shall be applied by
substituting for unfunded current liability the
anount required to make the plan sufficient for
benefit liabilities (within the neaning of section
4041(d) of such Act).'".



(b) Conform ng Amendnent. -- Paragraph (6) of section
4972(c), <<NOTE: 26 USC 4972.>> as anended by sections 616 and 637, is
amended- -
(1) by striking subparagraph (A) and redesignating
subpar agraphs (B) and (C) as subparagraphs (A) and (B),
respectively,
(2) by striking the first sentence follow ng subparagraph
(B) (as so redesignated),

(3) by striking "~ subparagraph (B)'' in the next to |ast
sentence and inserting "~ subparagraph (A)'', and
(4) by striking "~ Subparagraph (C)'' in the |ast sentence

and inserting "~ Subparagraph (B)''.

(c) <<NOTE: Applicability. 26 USC 404 note.>> Effective Date.--The
amendnments made by this section shall apply to plan years begi nning
after Decenber 31, 2001.

SEC. 653. EXCI SE TAX RELI EF FOR SOUND PENSI ON FUNDI NG

(a) In General.--Subsection (c) of section 4972 (relating to
nondeducti bl e contributions) is amended by adding at the end the
fol |l owi ng new paragraph:

"7 (7) Defined benefit plan exception.--In determning the
amount of nondeducti bl e contributions for any taxable year, an
enpl oyer may el ect for such year not to take into account any
contributions to a defined benefit plan except to the extent
that such contributions exceed the full-funding limtation (as
defined in section 412(c)(7), determ ned without regard to
subpar agraph (A)(i) (1) thereof ). For purposes of this
par agraph, the deductible Iimts under section 404(a)(7) shal
first be applied to amunts contributed to defined contribution
pl ans and then to anpbunts described in this paragraph. If an
enpl oyer nakes an el ection under this paragraph for a taxable
year, paragraph (6) shall not apply to such enployer for such
taxabl e year."'"'.

(b) <<NOTE: Applicability. 26 USC 4972 note.>> Effective Date.--The
anmendnent made by this section shall apply to years beginning after
Decenber 31, 2001.

SEC. 654. TREATMENT OF MULTI EMPLOYER PLANS UNDER SECTI ON 415.

(a) Compensation Limt.--
(1) In general.--Paragraph (11) of section 415(b) (relating
to limtation for defined benefit plans) is anmended to read as
foll ows:
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"7 (11) Special limtation rule for governnental and
nmul ti empl oyer plans.--In the case of a governmental plan (as
defined in section 414(d)) or a nultienployer plan (as defined
in section 414(f )), subparagraph (B) of paragraph (1) shall not
apply.'".

(2) Conform ng amendment. --Section 415(b)(7) <<NOTE: 26 USC
415.>> (relating to benefits under certain collectively
bar gai ned plans) is anmended by inserting ~ (other than a
mul tienpl oyer plan)'' after "~ “defined benefit plan'' in the
matter precedi ng subparagraph (A).

(b) Conmbi ni ng and Aggregati on of Plans.--
(1) Conmbi ning of plans.--Subsection (f ) of section 415
(relating to conbining of plans) is anmended by adding at the end



the foll ow ng:

"7 (3) Exception for multienployer plans.--Notw thstanding
par agraph (1) and subsection (g), a nultienployer plan (as
defined in section 414(f )) shall not be conbi ned or
aggr egat ed- -

""(A) with any other plan which is not a
nmul ti enpl oyer plan for purposes of applying subsection
(b)(1)(B) to such other plan, or

“T(B) with any other multienployer plan for purposes
of applying the limtations established in this
section.'".

(2) Conform ng amendnent for aggregation of plans.--
Subsection (g) of section 415 (relating to aggregati on of plans)
is amended by striking "~ The Secretary'' and inserting "~ Except
as provided in subsection (f )(3), the Secretary''

(c) <<NOTE: Applicability. 26 USC 415 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 655. PROTECTI ON OF | NVESTMENT OF EMPLOYEE CONTRI BUTI ONS TO 401( k)
PLANS.

(a) I'n General.--Section 1524(b) of the Taxpayer Relief Act of 1997
is amended to read as follows: <<NOTE: 29 USC 1107 note.>>

" (b) Effective Date.--

"7 (1) In general.--Except as provided in paragraph (2), the
amendments nmade by this section shall apply to elective
deferrals for plan years beginning after Decenber 31, 1998.

"7 (2) Nonapplication to previously acquired property.--The
amendnments made by this section shall not apply to any el ective
deferral which is invested in assets consisting of qualifying
enpl oyer securities, qualifying enployer real property, or both,
if such assets were acquired before January 1, 1999.'"'.

(b) <<NOTE: 29 USC 1107 note.>> Effective Date.--The anendnent made
by this section shall apply as if included in the provision of the
Taxpayer Relief Act of 1997 to which it relates.

SEC. 656. PROHI BI TED ALLOCATI ONS OF STOCK I N S CORPORATI ON ESOP

(a) In General.--Section 409 (relating to qualifications for tax
credit enployee stock ownership plans) is anended by redesignating
subsection (p) as subsection (q) and by inserting after subsection (0)
the foll owing new subsecti on:

"“(p) Prohibited Allocations of Securities in an S Corporation.--
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"7(1) In general.--An enployee stock ownership plan holding
enpl oyer securities consisting of stock in an S corporation
shall provide that no portion of the assets of the plan
attributable to (or allocable in lieu of ) such enployer
securities may, during a nonallocation year, accrue (or be
allocated directly or indirectly under any plan of the enployer
nmeeting the requirenments of section 401(a)) for the benefit of
any disqualified person.

"7(2) Failure to nmeet requirenents. --

""(A) In general.--1f a plan fails to neet the
requi renents of paragraph (1), the plan shall be treated
as having distributed to any disqualified person the
anount allocated to the account of such person in



vi ol ati on of paragraph (1) at the time of such
al  ocati on.
"T(B) Cross reference. --
"“For excise tax relating to violations of paragraph
(1) and ownership of synthetic equity, see section
4979A.

"7 (3) Nonallocation year.--For purposes of this subsection--
""(A) In general.--The term "nonall ocation year'
means any plan year of an enpl oyee stock ownership plan

if, at any tinme during such plan year--
(i) such plan holds enployer securities
consi sting of stock in an S corporation, and
“T(ii) disqualified persons own at |east 50
percent of the nunmber of shares of stock in the S
cor poration.
"7 (B) Attribution rules.--For purposes of
subpar agraph (A)--
T (i) <<NOTE: Applicability.>> 1In general.--
The rules of section 318(a) shall apply for
pur poses of determnm ning ownership, except that--
(1) in applying paragraph (1)
thereof, the nmenbers of an individual's

fam |y shall include nmenbers of the
fam |y described in paragraph (4)(D),
and

"7 (1'l) paragraph (4) thereof shal
not apply.

““(ii) Deened-owned shares.--Notw thstanding
the enpl oyee trust exception in section
318(a)(2)(B)(i), an individual shall be treated as
owni ng deened- owned shares of the individual

Solely for purposes of applying paragraph (5), this
subpar agraph shall be applied after the attribution
rul es of paragraph (5) have been applied.
"7 (4) Disqualified person.--For purposes of this
subsecti on- -
""(A) In general.--The term “disqualified person'
means any person if--

(i) the aggregate number of deened-owned
shares of such person and the nenbers of such
person's famly is at |east 20 percent of the
nunber of deened-owned shares of stock in the S
corporation, or

“T(ii) in the case of a person not described
in clause (i), the nunber of deened-owned shares
of such person is at |east 10 percent of the
nunber of deened-owned shares of stock in such
cor poration.

"(B) Treatnment of famly nenbers.--In the case of a
di squalified person described in subparagraph (A) (i),
any
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menber of such person's famly with deemed-owned shares
shall be treated as a disqualified person if not
otherwi se treated as a disqualified person under
subpar agraph (A).
"7 (C) Deened-owned shares. --
"7 (i) In general.--The term  deened- owned
shares' nmeans, with respect to any person--
"7 (1) the stock in the S corporation



constituting enployer securities of an
enpl oyee stock ownership plan which is
al l ocated to such person under the plan
and

“T(1l) such person's share of the
stock in such corporation which is held
by such plan but which is not allocated
under the plan to participants.

“"(ii) Person's share of unallocated stock.--
For purposes of clause (i)(ll), a person's share
of unallocated S corporation stock held by such
plan is the anount of the unallocated stock which
woul d be allocated to such person if the
unal | ocated stock were allocated to al
participants in the sane proportions as the nost
recent stock allocation under the plan.

(D) Menber of family.--For purposes of this
par agraph, the term nenber of the famly' nmeans, with
respect to any individual--

(i) the spouse of the individual

“T(ii) an ancestor or lineal descendant of the
i ndi vi dual or the individual's spouse,

“T(iii) a brother or sister of the individua
or the individual's spouse and any |inea
descendant of the brother or sister, and

“T(iv) the spouse of any individual described
in clause (ii) or (iii).

A spouse of an individual who is legally separated from
such individual under a decree of divorce or separate
mai nt enance shall not be treated as such individual's
spouse for purposes of this subparagraph
"7 (5) Treatnent of synthetic equity.--For purposes of
par agraphs (3) and (4), in the case of a person who owns
synthetic equity in the S corporation, except to the extent
provided in regul ations, the shares of stock in such corporation
on which such synthetic equity is based shall be treated as
out standi ng stock in such corporation and deened-owned shares of
such person if such treatment of synthetic equity of 1 or nore
such persons results in--
" (A) the treatnent of any person as a disqualified
person, or
"7 (B) the treatment of any year as a nonal |l ocation
year.
For purposes of this paragraph, synthetic equity shall be
treated as owned by a person in the same nanner as stock is
treated as owned by a person under the rules of paragraphs (2)
and (3) of section 318(a). If, without regard to this paragraph
a person is treated as a disqualified person or a year is
treated as a nonallocation year, this paragraph shall not be
construed to result in the person or year not being so treated.
"7 (6) Definitions.--For purposes of this subsection--
" (A) Enpl oyee stock ownership plan.--The term
“enpl oyee stock ownership plan' has the nmeani ng given
such term by section 4975(e) (7).
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"7 (B) Enployer securities.--The term " enpl oyer
security' has the neaning given such term by section
409(1).

"7(C) Synthetic equity.--The term “synthetic equity'
means any stock option, warrant, restricted stock
deferred i ssuance stock right, or simlar interest or



right that gives the holder the right to acquire or
recei ve stock of the S corporation in the future. Except
to the extent provided in regulations, synthetic equity
al so includes a stock appreciation right, phantom stock
unit, or simlar right to a future cash paynment based on
the val ue of such stock or appreciation in such val ue.

"7 (7) Regul ations and gui dance. - -

""(A) In general.--The Secretary shall prescribe
such regul ati ons as may be necessary to carry out the
pur poses of this subsection.

" (B) Avoidance or evasion.--The Secretary may, by
regul ati on or other guidance of general applicability,
provi de that a nonallocation year occurs in any case in
whi ch the principal purpose of the ownership structure
of an S corporation constitutes an avoi dance or evasi on
of this subsection.''.

(b) Coordination Wth Section 4975(e)(7).--The |l ast sentence of
section 4975(e) (7) <<NOTE: 26 USC 4975.>> (defining enployee stock
owner ship plan) is amended by inserting “°, section 409(p),'"' after
TT409(n)" .

(c) Excise Tax.--

(1) Application of tax.--Subsection (a) of section 4979A
(relating to tax on certain prohibited allocations of enployer
securities) is anended--

(A) by striking "~ or

at the end of paragraph (1),
and
(B) by striking all that follows paragraph (2) and
inserting the follow ng:
"7(3) there is any allocation of enployer securities which
vi ol ates the provisions of section 409(p), or a nonallocation
year described in subsection (e)(2)(C) with respect to an
enpl oyee stock ownership plan, or
"7 (4) any synthetic equity is owned by a disqualified person
in any nonal |l ocation year

there is hereby inposed a tax on such allocation or ownership equal to
50 percent of the ampunt involved.''.

(2) Liability.--Section 4979A(c) (defining liability for
tax) is anended to read as foll ows:

““(c) Liability for Tax.--The tax inposed by this section shall be

pai d- -

"7(1) in the case of an allocation referred to in paragraph
(1) or (2) of subsection (a), by--
""(A) the enployer sponsoring such plan, or
T (B) the eligible worker-owned cooperative
whi ch made the witten statenment described in section
664(g) (1) (E) or in section 1042(b)(3)(B) (as the case may be),
and
"7(2) in the case of an allocation or ownership referred to
in paragraph (3) or (4) of subsection (a), by the S corporation
the stock in which was so all ocated or owned.'"'.
(3) Definitions.--Section 4979A(e) (relating to definitions)
is amended to read as follows:

““(e) Definitions and Special Rules.--For purposes of this section--
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"7 (1) Definitions.--Except as provided in paragraph (2),
terms used in this section have the sanme respective nmeani ngs as



when used in sections 409 and 4978.
""(2) Special rules relating to tax inposed by reason of
par agraph (3) or (4) of subsection (a).--

""(A) Prohibited allocations.--The amunt invol ved
with respect to any tax inposed by reason of subsection
(a)(3) is the ampbunt allocated to the account of any
person in violation of section 409(p)(1).

"7 (B) Synthetic equity.--The anpunt involved with
respect to any tax inposed by reason of subsection
(a)(4) is the value of the shares on which the synthetic
equity is based.

"7 (C) Special rule during first nonallocation
year. - - For purposes of subparagraph (A), the anount
i nvol ved for the first nonallocation year of any
enpl oyee stock ownership plan shall be determ ned by
taking into account the total value of all the deened-
owned shares of all disqualified persons with respect to
such pl an.

""(D) Statute of linmtations.--The statutory period
for the assessnent of any tax inposed by this section by
reason of paragraph (3) or (4) of subsection (a) shal
not expire before the date which is 3 years fromthe
| ater of--

““(i) the allocation or ownership referred to
in such paragraph giving rise to such tax, or

“T(ii) the date on which the Secretary is
notified of such allocation or ownership.'".

(d) <<NOTE: Applicability. 26 USC 409 note.>> Effective Dates.--

(1) I'n general.--The anendnents made by this section shal
apply to plan years begi nning after December 31, 2004.
(2) Exception for certain plans.--In the case of any--

(A) enpl oyee stock ownership plan established after
March 14, 2001, or
(B) enpl oyee stock ownership plan established on or
before such date if enployer securities held by the plan
consi st of stock in a corporation with respect to which
an el ection under section 1362(a) of the Interna
Revenue Code of 1986 is not in effect on such date,
the amendments made by this section shall apply to plan years
ending after March 14, 2001

SEC. 657. AUTOVATI C ROLLOVERS OF CERTAI N MANDATORY DI STRI BUTI ONS

(a) Direct Transfers of Mandatory Distributions.--

(1) I'n general.--Section 401(a)(31) <<NOTE: 26 USC 401.>>
(relating to optional direct transfer of eligible rollover
distributions), as anended by section 643, is anended by
redesi gnati ng subparagraphs (B), (C), and (D) as subparagraphs
(©, (D, and (E), respectively, and by inserting after
subpar agraph (A) the foll ow ng new subparagraph

"7 (B) Certain mandatory distributions.--

“"(i) In general.--1n case of a trust which is
part of an eligible plan, such trust shall not
constitute a qualified trust under this section
unl ess the plan of which such trust is a part
provi des that if--
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"T(1) a distribution described in

clause (ii) in excess of $1,000 is nade,
and



T (1) the distributee does not nake
an el ection under subparagraph (A) and
does not elect to receive the
di stribution directly,

the plan adm nistrator shall nmake such transfer to
an individual retirement plan of a designated
trustee or issuer and shall notify the distributee
in witing (either separately or as part of the
noti ce under section 402(f )) that the
distribution may be transferred to another
i ndi vidual retirenment plan
“T(ii) Eligible plan.--For purposes of clause
(i), the term  eligible plan' nmeans a plan which
provi des that any nonforfeitable accrued benefit
for which the present value (as determ ned under
section 411(a)(11)) does not exceed $5, 000 shal
be imediately distributed to the participant.''.
(2) Conform ng amendnments. - -
(A) The headi ng of section 401(a)(31) is anended by
striking ~"Optional direct'' and inserting ~"Direct''.
(B) Section 401(a)(31)(C), as redesignated by
paragraph (1), is amended by striking "~ Subparagraph
(A)''" and inserting "~ Subparagraphs (A) and (B)''

(b) Notice Requirenent.--Subparagraph (A) of section 402(f )(1) is
anmended by inserting before the comma at the end the follow ng: "~ and
that the automatic distribution by direct transfer applies to certain
distributions in accordance with section 401(a)(31)(B)""

(c) Fiduciary Rules.--

(1) I'n general.--Section 404(c) of the Enpl oyee Retirenment
I nconme Security Act of 1974 (29 U.S.C. 1104(c)) is anmended by
adding at the end the foll owi ng new paragraph:

"7(3) In the case of a pension plan which makes a transfer
to an individual retirenment account or annuity of a designated
trustee or issuer under section 401(a)(31)(B) of the Interna
Revenue Code of 1986, the participant or beneficiary shall, for
pur poses of paragraph (1), be treated as exercising control over
the assets in the account or annuity upon--

""(A) the earlier of the earlier of--

(i) arollover of all or a portion of the
anount to another individual retirenment account or
annuity; or

T (ii) one year after the transfer is nmade; or

“(B) if the transfer is nade in a manner consi stent
wi th guidance provided by the Secretary.''

(2) <<NOTE: 26 USC 401 note.>> Regulations.--

(A) Automatic <<NOTE: Deadline.>> rollover safe
harbor.--Not |ater than 3 years after the date of
enactment of this Act, the Secretary of Labor shal
prescribe regul ations providing for safe harbors under
whi ch the designation of an institution and investnent
of funds in accordance with section 401(a)(31)(B) of the
I nternal Revenue Code of 1986 is deened to satisfy the
fiduciary requirenments of section 404(a) of the Enpl oyee
Retirement Incone Security Act of 1974 (29 U. S.C
1104(a)) .

(B) Use of |ow cost individual retirement plans.--
The Secretary of the Treasury and the Secretary of Labor
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may provide, and shall give consideration to providing,
special relief with respect to the use of | ow cost



i ndi vidual retirenment plans for purposes of transfers
under section 401(a)(31)(B) of the Internal Revenue Code
of 1986 and for other uses that pronote the preservation
of assets for retirenent income purposes.

(d) <<NOTE: Applicability. 26 USC 401 note.>> Effective Date.--The
amendnents nmade by this section shall apply to distributions nade after
final regulations inplenmenting subsection (c)(2)(A) are prescribed.

SEC. <<NOTE: 26 USC 404 note.>> 658. CLARI FI CATI ON OF TREATMENT OF
CONTRI BUTI ONS TO MULTI EMPLOYER PLAN.

(a) Not Considered Method of Accounting.--For purposes of section
446 of the Internal Revenue Code of 1986, a determ nation under section
404(a) (6) of such Code regarding the taxable year with respect to which
a contribution to a nultienployer pension plan is deened made shall not
be treated as a nethod of accounting of the taxpayer. No deduction shal
be allowed for any taxable year for any contribution to a nmultienployer
pension plan with respect to which a deduction was previously allowed.

(b) Regul ations.--The Secretary of the Treasury shall pronul gate
such regul ations as necessary to clarify that a taxpayer shall not be
al l oned an aggregate anount of deductions for contributions to a
mul ti enpl oyer pension plan which exceeds the anpunt of such
contributions made or deenmed nmade under section 404(a)(6) of the
I nternal Revenue Code of 1986 to such plan

(c) Effective Date.--Subsection (a), and any regul ati ons promul gat ed
under subsection (b), shall be effective for years ending after the date
of the enactnent of this Act.

PART I1-- TREATMENT OF PLAN AMENDMENTS REDUCI NG FUTURE BENEFI T ACCRUALS

SEC. 659. EXCI SE TAX ON FAI LURE TO PROVI DE NOTI CE BY DEFI NED BENEFI T
PLANS SI GNI FI CANTLY REDUCI NG FUTURE BENEFI T ACCRUALS.

(a) Anendnent of Internal Revenue Code. - -

(1) I'n general.--Chapter 43 (relating to qualified pension
etc., plans) is amended by adding at the end the followi ng new
section:

T SEC. 4980F. FAI LURE OF APPLI CABLE PLANS REDUCI NG BENEFI T ACCRUALS TO
SATI SFY NOTI CE REQUI REMENTS.

““(a) Inposition of Tax.--There is hereby inposed a tax on the
failure of any applicable pension plan to nmeet the requirenents of
subsection (e) with respect to any applicabl e individual

T (b) Ampunt of Tax.--

""(1) In general.--The anpbunt of the tax inposed by
subsection (a) on any failure with respect to any applicable
i ndi vidual shall be $100 for each day in the nonconpliance
period with respect to such failure.

"7 (2) Nonconpliance period.--For purposes of this section,
the term “nonconpliance period" mneans, with respect to any
failure, the period beginning on the date the failure first
occurs and ending on the date the notice to which the failure
relates is provided or the failure is otherw se corrected.

““(c) Limtations on Amunt of Tax.--
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"7 (1) Tax not to apply where failure not discovered and

reasonabl e diligence exercised.--No tax shall be inposed by
subsection (a) on any failure during any period for which it is



established to the satisfaction of the Secretary that any person
subject to liability for the tax under subsection (d) did not
know that the failure existed and exercised reasonable diligence
to neet the requirenents of subsection (e).

"7(2) Tax not to apply to failures corrected within 30
days.--No tax shall be inposed by subsection (a) on any failure
if--

" (A) any person subject to liability for the tax
under subsection (d) exercised reasonable diligence to
meet the requirenments of subsection (e), and

" (B) such person provides the notice described in
subsection (e) during the 30-day period begi nning on the
first date such person knew, or exercising reasonable
diligence woul d have known, that such failure existed.

"7(3) Overall limtation for unintentional failures.--

""(A) In general.--1f the person subject to
liability for tax under subsection (d) exercised
reasonabl e diligence to neet the requirenents of
subsection (e), the tax inmposed by subsection (a) for
failures during the taxable year of the employer (or, in
the case of a nultienployer plan, the taxable year of
the trust formng part of the plan) shall not exceed
$500, 000. For purposes of the preceding sentence, al
mul ti enpl oyer plans of which the same trust forms a part
shall be treated as 1 plan.

"7 (B) Taxable years in the case of certain
controll ed groups.--For purposes of this paragraph, if
all persons who are treated as a single enployer for
purposes of this section do not have the sanme taxable
year, the taxable years taken into account shall be
det erm ned under principles simlar to the principles of
section 1561.

"7 (4) Waiver by secretary.--1n the case of a failure which
is due to reasonable cause and not to willful neglect, the
Secretary may wai ve part or all of the tax inposed by subsection
(a) to the extent that the paynent of such tax woul d be
excessive or otherwi se inequitable relative to the failure
i nvol ved.

"7(d) Liability for Tax.--The followi ng shall be liable for the tax
i nposed by subsection (a):
(1) In the case of a plan other than a nultienployer plan
t he enpl oyer.
“7(2) In the case of a nmultienployer plan, the plan

““(e) Notice Requirenments for Plans Significantly Reduci ng Benefit
Accrual s. - -

"7(1) In general.--1f an applicable pension plan is anmended
to provide for a significant reduction in the rate of future
benefit accrual, the plan adm nistrator shall provide witten
notice to each applicable individual (and to each enpl oyee
organi zati on representing applicable individuals).

"7 (2) Notice.--The notice required by paragraph (1) shall be
written in a manner calculated to be understood by the average
pl an participant and shall provide sufficient information (as
determ ned in accordance with regul ati ons prescri bed by the
Secretary) to allow applicable individuals to understand the
effect of the plan anendnent. The Secretary may provide
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a sinplified formof notice for, or exenpt from any notice
requi renent, a plan--



" (A) which has fewer than 100 partici pants who have
accrued a benefit under the plan, or
"T(B) which offers participants the option to choose
between the new benefit fornula and the ol d benefit
for mul a.
"7 (3) Timng of notice.--Except as provided in regul ations,
the notice required by paragraph (1) shall be provided within a
reasonabl e tine before the effective date of the plan anendnent.
"7 (4) Designees.--Any notice under paragraph (1) nay be
provi ded to a person designated, in witing, by the person to
which it woul d otherw se be provided.
"7 (5) Notice before adoption of anendnent.--A plan shall not
be treated as failing to neet the requirenments of paragraph (1)
merely because notice is provided before the adoption of the
pl an amendnent if no material nodification of the amendnent
occurs before the amendnment is adopted.

"7 (f ) Definitions and Special Rules.--For purposes of this
section--

(1) Applicable individual.--The term ~applicable
i ndi vidual' means, with respect to any plan anmendnent- -

" (A) each participant in the plan, and
"7 (B) any beneficiary who is an alternate payee
(within the meani ng of section 414(p)(8)) under an
applicable qualified donestic relations order (within
the neani ng of section 414(p)(1) (A)),
whose rate of future benefit accrual under the plan may
reasonably be expected to be significantly reduced by such plan
amendment .

"7 (2) Applicable pension plan.--The term "“applicable pension

pl an' means- -

" (A) any defined benefit plan, or

"7 (B) an individual account plan which is subject to

the fundi ng standards of section 412.

Such term shall not include a governmental plan (within the
meani ng of section 414(d)) or a church plan (within the nmeaning
of section 414(e)) with respect to which the election provided
by section 410(d) has not been made.

"7(3) Early retirenent.--A plan amendnment which elin nates
or significantly reduces any early retirenment benefit or
retirement-type subsidy (within the meani ng of section
411(d)(6)(B)(i)) shall be treated as having the effect of
significantly reducing the rate of future benefit accrual

"7 (g) New Technol ogi es.--The Secretary may by regul ati ons all ow any
noti ce under subsection (e) to be provided by using new technol ogies."'"'.
(2) Clerical amendnent.--The table of sections for chapter
43 i s amended by adding at the end the followi ng new item
"“Sec. 4980F. Failure of applicable plans reducing
benefit accruals to satisfy notice
requirenments.''.

(b) Anendnent of ERI SA. --Subsection (h) of section 204 of the
Enmpl oyee Retirenent |Income Security Act of 1974 (29 U.S.C. 1054) is
amended to read as foll ows:
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" (h)(1) An applicable pension plan may not be anended so as to
provide for a significant reduction in the rate of future benefit
accrual unless the plan adm nistrator provides the notice described in
par agraph (2) to each applicable individual (and to each enpl oyee
organi zati on representing applicable individuals).



" (2) The notice required by paragraph (1) shall be witten in a
manner cal cul ated to be understood by the average plan partici pant and
shal |l provide sufficient information (as determi ned in accordance with
regul ati ons prescribed by the Secretary of the Treasury) to allow
applicable individuals to understand the effect of the plan amendment.
The Secretary of the Treasury may provide a sinplified form of notice
for, or exenpt fromany notice requirenment, a plan--

" (A) which has fewer than 100 partici pants who have accrued
a benefit under the plan, or

"7 (B) which offers participants the option to choose between
the new benefit fornula and the old benefit fornula.

"7 (3) Except as provided in regulations prescribed by the Secretary
of the Treasury, the notice required by paragraph (1) shall be provided
within a reasonable time before the effective date of the plan
amendment .

"7 (4) Any notice under paragraph (1) may be provided to a person
designated, in witing, by the person to which it would otherw se be
provi ded.

""(5) A plan shall not be treated as failing to neet the
requi rements of paragraph (1) nerely because notice is provided before
the adoption of the plan amendment if no material nodification of the
amendnment occurs before the anendnment is adopted.

""(6)(A) In the case of any egregious failure to neet any
requi renent of this subsection with respect to any plan anendnent, the
provi si ons of the applicable pension plan shall be applied as if such
pl an amendnment entitled all applicable individuals to the greater of--

"T(i) the benefits to which they woul d have been entitled
wi t hout regard to such amendment, or

"T(ii) the benefits under the plan with regard to such
amendment .

"7 (B) For purposes of subparagraph (A), there is an egregious
failure to neet the requirenments of this subsection if such failure is
within the control of the plan sponsor and is--

“T(i) an intentional failure (including any failure to
promptly provide the required notice or information after the
pl an adm ni strator di scovers an unintentional failure to neet
the requirenents of this subsection),

"T(ii) a failure to provide nost of the individuals with
nmost of the information they are entitled to receive under this
subsection, or

“T(iii) a failure which is determned to be egregi ous under
regul ati ons prescribed by the Secretary of the Treasury.

"7 (7) The Secretary of the Treasury nmay by regul ations all ow any
noti ce under this subsection to be provided by using new technol ogi es.
" (8) For purposes of this subsection--
""(A) The term "applicable individual' neans, with respect
to any plan amendnent - -
" (i) each participant in the plan; and
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T (ii) any beneficiary who is an alternate payee
(within the nmeani ng of section 206(d)(3)(K)) under an
applicable qualified donmestic relations order (wthin
t he neani ng of section 206(d)(3)(B)(i)),
whose rate of future benefit accrual under the plan my
reasonably be expected to be significantly reduced by such plan
amendment .
"7 (B) The term "applicable pension plan' neans--
"7 (i) any defined benefit plan; or



" (ii) an individual account plan which is subject
to the fundi ng standards of section 412 of the Interna
Revenue Code of 1986.

7 (9) For purposes of this subsection, a plan amendnent which
elimnates or significantly reduces any early retirenent benefit or
retirement-type subsidy (within the neaning of subsection (g)(2)(A))
shall be treated as having the effect of significantly reducing the rate
of future benefit accrual.''.

(c) <<NOTE: 26 USC 4980F note. Applicability.>> Effective Dates.--

(1) I'n general.--The anmendnents made by this section shal
apply to plan amendments taking effect on or after the date of
the enactment of this Act.

(2) Transition.--Until such time as the Secretary of the
Treasury issues regul ations under sections 4980F(e)(2) and (3)
of the Internal Revenue Code of 1986, and section 204(h) of the
Enmpl oyee Retirenment |Income Security Act of 1974, as added by the
anmendnents nmade by this section, a plan shall be treated as
nmeeting the requirenents of such sections if it makes a good
faith effort to conply with such requirenents.

(3) Special notice rule.--

(A) In general.--The period for providing any notice
requi red by the amendnments made by this section shal
not end before the date which is 3 months after the date
of the enactnent of this Act.

(B) Reasonabl e notice.--The amendnents nmade by this
section shall not apply to any plan amendnent taking
effect on or after the date of the enactment of this Act
if, before April 25, 2001, notice was provided to
partici pants and beneficiaries adversely affected by the
pl an amendnent (or their representatives) which was
reasonably expected to notify them of the nature and
effective date of the plan anendnent.

Subtitle F--Reduci ng Regul atory Burdens
SEC. 661. MODI FI CATION OF TI M NG OF PLAN VALUATI ONS

(a) I'n Ceneral.--Paragraph (9) of section 412(c) <<NOTE: 26 USC
412.>> (relating to annual valuation) is anmended to read as foll ows:
"7 (9) Annual valuation.--

""(A) In general.--For purposes of this section, a
determ nation of experience gains and | osses and a
valuation of the plan's liability shall be nmade not | ess
frequently than once every year, except that such
determination shall be nmade nore frequently to the
extent required in particular cases under regul ations
prescri bed by the Secretary.

"7 (B) Valuation date.--
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"7 (i) Current year.--Except as provided in
clause (ii), the valuation referred to in
subpar agraph (A) shall be nade as of a date within
the plan year to which the valuation refers or
within one nmonth prior to the beginning of such
year.

“T(ii) Use of prior year valuation.--The
val uation referred to in subparagraph (A may be
made as of a date within the plan year prior to
the year to which the valuation refers if, as of
such date, the value of the assets of the plan are



not | ess than 125 percent of the plan's current
liability (as defined in paragraph (7)(B)).

TT(iii) Adjustments.--Information under clause
(ii) shall, in accordance with regul ations, be
actuarially adjusted to reflect significant
differences in participants."''.

(b) Anmendnent of ERI SA. --Paragraph (9) of section 302(c) of the
Enmpl oyee Retirenent |Income Security Act of 1974 <<NOTE: 29 USC 1082.>>
(29 U.S.C. 1053(c)) is anended--

(1) by inserting "~ (A)'' after “7(9)'"', and
(2) by adding at the end the follow ng:

" (B)(i) Except as provided in clause (ii), the valuation referred
to in subparagraph (A) shall be nade as of a date within the plan year
to which the valuation refers or within one nmonth prior to the beginning
of such year.

“T(ii) The valuation referred to in subparagraph (A) nmay be nmade as
of a date within the plan year prior to the year to which the val uation
refers if, as of such date, the value of the assets of the plan are not
| ess than 125 percent of the plan's current liability (as defined in
paragraph (7)(B)).

“T(iii) Information under clause (ii) shall, in accordance with
regul ati ons, be actuarially adjusted to reflect significant differences
in participants.'"'.

(c) <<NOTE: Applicability. 26 USC 412 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to plan years begi nning
after Decenmber 31, 2001.

SEC. 662. ESOP DI VI DENDS MAY BE REI NVESTED W THOUT LOSS OF DI VI DEND
DEDUCTI ON

(a) I'n General.--Section 404(k)(2)(A) (defining applicable
di vidends) is amended by striking ““or'' at the end of clause (ii), by
redesi gnating clause (iii) as clause (iv), and by inserting after clause
(ii) the follow ng new cl ause:
TT(iii) is, at the election of such
partici pants or their beneficiaries--
“7(1) payable as provided in clause
(i) or (ii), or
““(1l) paid to the plan and
reinvested in qualifying enployer
securities, or''.

(b) Standards for Disallowance. --Section 404(k)(5)(A) (relating to
di sal | owance of deduction) is amended by inserting "~ avoi dance or'
before "~ “evasion''.

(c) <<NOTE: Applicability. 26 USC 404 note.>> Effective Date.--The
amendments nmade by this section shall apply to taxable years begi nning
after Decenmber 31, 2001

SEC. 663. REPEAL OF TRANSI TI ON RULE RELATI NG TO CERTAIN HI GHLY
COVPENSATED EMPLOYEES.

(a) In General.--Paragraph (4) of section 1114(c) of the Tax Reform
Act of <<NOTE: 26 USC 414 note.>> 1986 is hereby repeal ed.
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(b) <<NOTE: Applicability. 26 USC 414 note.>> Effective Date.--The

repeal made by subsection (a) shall apply to plan years beginning after
Decenmber 31, 2001.



SEC. 664. EMPLOYEES OF TAX- EXEMPT ENTI Tl ES.

(a) I'n Ceneral.--The Secretary of the Treasury shall nodify Treasury
Regul ati ons section 1.410(b)-6(g) to provide that enployees of an
organi zati on described in section 403(b)(1)(A)(i) of the Interna
Revenue Code of 1986 who are eligible to make contri buti ons under
section 403(b) of such Code pursuant to a salary reduction agreenent my
be treated as excludable with respect to a plan under section 401(k) or
(m of such Code that is provided under the sane general arrangenent as
a plan under such section 401(k), if--

(1) no enpl oyee of an organization described in section
403(b) (1) (A) (i) of such Code is eligible to participate in such
section 401(k) plan or section 401(m plan; and

(2) 95 percent of the enpl oyees who are not enpl oyees of an
organi zati on described in section 403(b)(1)(A) (i) of such Code
are eligible to participate in such plan under such section
401(k) or (m.

(b) Effective Date.--The nodification required by subsection (a)
shall apply as of the same date set forth in section 1426(b) of the
Smal | Business Job Protection Act of 1996.

SEC. 665. CLARI FI CATI ON OF TREATMENT OF EMPLOYER- PROVI DED RETI REMENT
ADVI CE

(a) In General.--Subsection (a) of section 132 (relating to
exclusion fromgross incone) is amended by striking “~“or'' at the end of
par agraph (5), by striking the period at the end of paragraph (6) and
inserting ~°, or'', and by adding at the end the follow ng new
par agr aph:

(7)) qualified retirenment planning services.''.

(b) Qualified Retirement Planning Services Defined.--Section 132 is
amended by redesi gnating subsection (m as subsection (n) and by
i nserting after subsection (lI) the follow ng:

T(m Qualified Retirenent Planning Services. --

"7 (1) In general.--For purposes of this section, the term
“qualified retirenment planning services' nmeans any retirenent
pl anni ng advice or information provided to an enployee and his
spouse by an enployer maintaining a qualified enployer plan.

"7 (2) Nondiscrimnation rule.--Subsection (a)(7) shall apply
in the case of highly conpensated enpl oyees only if such
services are available on substantially the sane terns to each
menber of the group of enployees normally provided educati on and
i nformati on regarding the enpl oyer's qualified enpl oyer plan

"7 (3) Qualified enployer plan.--For purposes of this
subsection, the term qualified enployer plan' nmeans a plan
contract, pension, or account described in section 219(g)(5)."".

(c) <<NOTE: Applicability. 26 USC 132 note.>> Effective Date.--The

amendnents made by this section shall apply to years beginning after
Decenmber 31, 2001.

SEC. 666. REPEAL OF THE MJLTI PLE USE TEST.
(a) In General.--Paragraph (9) of section 401(m is anended to read
as follows:
"7(9) Regulations.--The Secretary shall prescribe such
regul ati ons as nmay be necessary to carry out the purposes
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of this subsection and subsection (k), including regulations



perm tting appropriate aggregati on of plans and
contributions.'".

(b) <<NOTE: Applicability. 26 USC 401 note.>> Effective Date.--The
amendment made by this section shall apply to years beginning after
December 31, 2001

Subtitle G -M scell aneous Provisions

SEC. 671. TAX TREATMENT AND | NFORMATI ON REQUI REMENTS OF ALASKA NATI VE
SETTLEMENT TRUSTS.

(a) Treatnent of Alaska Native Settlement Trusts.--Subpart A of part
I of subchapter J of chapter 1 (relating to general rules for taxation
of trusts and estates) is anmended by adding at the end the foll owi ng new
section:

T SEC. 646. TAX TREATMENT OF ELECTI NG ALASKA NATI VE SETTLEMENT TRUSTS.

““(a) In General.--1f an election under this section is in effect
with respect to any Settlenment Trust, the provisions of this section
shall apply in determ ning the incone tax treatment of the Settl enent
Trust and its beneficiaries with respect to the Settlenent Trust.

" (b) Taxation of Income of Trust.--Except as provided in subsection
(FHy(ii)--

(1) In general.--There is hereby inposed on the taxable
i ncome of an electing Settlenent Trust, other than its net
capital gain, a tax at the lowest rate specified in section
1(c).

"7(2) Capital gain.--In the case of an electing Settlenent
Trust with a net capital gain for the taxable year, a tax is
hereby i nposed on such gain at the rate of tax which would apply
to such gain if the taxpayer were subject to a tax on its other
taxabl e inconme at only the |owest rate specified in section
1(c).

Any such tax shall be in lieu of the incone tax otherw se inposed by
this chapter on such income or gain
"7 (c) One-Tine Election.--

"7(1) In general.--A Settlenent Trust nmy elect to have the
provisions of this section apply to the trust and its
beneficiaries.

"7 (2) Time and nmethod of election.--An el ection under
par agraph (1) shall be made by the trustee of such trust--

""(A) on or before the due date (including
extensions) for filing the Settlenment Trust's return of
tax for the first taxable year of such trust ending
after the date of the enactnment of this section, and

"7(B) by attaching to such return of tax a statement
specifically providing for such el ection

"7(3) Period election in effect.--Except as provided in
subsection (f ), an election under this subsection--

""(A) shall apply to the first taxable year
described in paragraph (2)(A) and all subsequent taxable
years, and

"'(B) may not be revoked once it is nade.

“(d) Contributions to Trust.--

"7 (1) Beneficiaries of electing trust not taxed on
contributions.--In the case of an electing Settlenent Trust, no
anount shall be includible in the gross income of a beneficiary
of such trust by reason of a contribution to such trust.
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"7 (2) Earnings and profits.--The earnings and profits of the
sponsoring Native Corporation shall not be reduced on account of
any contribution to such Settlenment Trust.

““(e) Tax Treatment of Distributions to Beneficiaries.--Amunts
distributed by an electing Settlement Trust during any taxable year
shall be considered as having the followi ng characteristics in the hands
of the recipient beneficiary:

"'(1) First, as amounts excludable fromgross inconme for the
taxabl e year to the extent of the taxable income of such trust
for such taxable year (decreased by any inconme tax paid by the
trust with respect to the incone) plus any anount excluded from
gross inconme of the trust under section 103.

"7 (2) Second, as anmounts excludable from gross incone to the
extent of the ampunt described in paragraph (1) for all taxable
years for which an election is in effect under subsection (c)
with respect to the trust, and not previously taken into account
under paragraph (1).

"7 (3) Third, as anmpunts distributed by the sponsoring Native
Corporation with respect to its stock (w thin the meaning of
section 301(a)) during such taxable year and taxable to the
reci pient beneficiary as amounts described in section 301(c) (1),
to the extent of current or accunul ated earnings and profits of
the sponsoring Native Corporation as of the close of such
taxabl e year after proper adjustment is nmade for al
distributions made by the sponsoring Native Corporation during
such taxabl e year.

“*(4) Fourth, as ampunts distributed by the trust in excess
of the distributable net income of such trust for such taxable
year.

Amounts distributed to which paragraph (3) applies shall not be treated
as a corporate distribution subject to section 311(b), and for purposes
of determ ning the anpbunt of a distribution for purposes of paragraph
(3) and the basis to the recipients, section 643(e) and not section 301
(b) or (d) shall apply.
"T(f ) Special Rules Where Transfer Restrictions Mdified.--
"7(1) Transfer of beneficial interests.--1f, at any time, a
beneficial interest in an electing Settlenment Trust nay be
di sposed of to a person in a manner which would not be permtted
by section 7(h) of the Alaska Native Clainms Settlement Act (43
U.S.C. 1606(h)) if such interest were Settlenent Common Stock- -
""(A) no election my be made under subsection (c)
with respect to such trust, and
"'(B) if such an election is in effect as of such
time--
"T(i) such election shall cease to apply as of
the first day of the taxable year in which such
di sposition is first permtted,
“T(ii) the provisions of this section shal
not apply to such trust for such taxable year and
all taxable years thereafter, and
“T(iii) the distributable net incone of such
trust shall be increased by the current or
accunul ated earnings and profits of the sponsoring
Native Corporation as of the close of such taxable
year after proper adjustnment is nade for al
di stributions made by the
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sponsoring Native Corporation during such taxable
year.
In no event shall the increase under clause (iii) exceed the
fair market value of the trust's assets as of the date the
beneficial interest of the trust first beconmes so di sposable.
The earnings and profits of the sponsoring Native Corporation
shall be adjusted as of the |last day of such taxable year by the
anount of earnings and profits so included in the distributable
net incone of the trust.
"7 (2) Stock in corporation.--1f--

""(A) stock in the sponsoring Native Corporation may
be di sposed of to a person in a manner which woul d not
be permitted by section 7(h) of the Alaska Native C ains
Settlement Act (43 U.S.C. 1606(h)) if such stock were
Settl ement Common Stock, and

“T(B) at any time after such disposition of stock is
first permtted, such corporation transfers assets to a
Settl ement Trust,

par agraph (1)(B) shall be applied to such trust on and after the
date of the transfer in the sane manner as if the trust
perm tted dispositions of beneficial interests in the trust in a
manner not permitted by such section 7(h).

"7(3) Certain distributions.--For purposes of this section,
the surrender of an interest in a Native Corporation or an
el ecting Settlement Trust in order to acconplish the whole or
partial redenption of the interest of a sharehol der or
beneficiary in such corporation or trust, or to acconplish the
whol e or partial |iquidation of such corporation or trust, shal
be deemed to be a transfer permitted by section 7(h) of the
Al aska Native Clainms Settlenent Act.

““(g) Taxable Incone.--For purposes of this title, the taxable
income of an electing Settlenent Trust shall be determ ned under section
641(b) without regard to any deduction under section 651 or 661

““(h) Definitions.--For purposes of this section--

"7 (1) Electing settlenment trust.--The term " el ecting
Settlement Trust' means a Settlement Trust which has made the
el ection, effective for a taxable year, described in subsection
(c).

"7(2) Native corporation.--The term Native Corporation' has
t he meani ng given such term by section 3(n) of the Al aska Native
Clains Settlement Act (43 U . S.C. 1602(m).

"7 (3) Settlement common stock.--The term ~Settlenment Conmon
Stock' has the meani ng given such term by section 3(p) of the
Al aska Native Clains Settlenent Act (43 U . S.C. 1602(p)).

T (4) Settlement trust.--The term Settlenment Trust' neans a
trust that constitutes a settlenent trust under section 3(t) of
the Al aska Native Clains Settlement Act (43 U . S.C. 1602(t)).

"7 (5) Sponsoring native corporation.--The term " sponsoring
Nati ve Corporation' nmeans the Native Corporation which transfers
assets to an electing Settlenent Trust.

" (i) Special Loss Disallowance Rule.--Any |oss that woul d ot herw se
be recogni zed by a sharehol der upon a disposition of a share of stock of
a sponsoring Native Corporation shall be reduced (but not bel ow zero) by
the per share | oss adjustnent factor. The
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per share | oss adjustnment factor shall be the aggregate of al
contributions to all electing Settlement Trusts sponsored by such Native
Corporation made on or after the first day each trust is treated as an
el ecting Settlement Trust expressed on a per share basis and determ ned



as of the day of each such contribution.
"“( j) Cross Reference. --
"“For information required with respect to electing
Settlement Trusts and sponsoring Native Corporations,
see section 6039H."".

(b) Reporting.--Subpart A of part |1l of subchapter A of chapter 61
of subtitle F (relating to informati on concerni ng persons subject to
speci al provisions) is anended by inserting after section 6039G the
foll owi ng new secti on:

T SEC. 6039H. | NFORMATI ON W TH RESPECT TO ALASKA NATI VE SETTLEMENT
TRUSTS AND SPONSORI NG NATI VE CORPORATI ONS.

““(a) Requirenment.--The fiduciary of an electing Settlenent Trust
(as defined in section 646(h) (1)) shall include with the return of
income of the trust a statement containing the information required
under subsection (c).

T (b) Application Wth O her Requirenents.--The filing of any
statenment under this section shall be in lieu of the reporting
requi rements under section 6034A to furnish any statenent to a
beneficiary regarding anounts distributed to such beneficiary (and such
other reporting rules as the Secretary deens appropriate).

““(c) Required Information.--The information required under this
subsection shall include--

"7 (1) the ampunt of distributions made during the taxable
year to each beneficiary,

"7 (2) the treatnent of such distribution under the
appl i cabl e provision of section 646, including the amount that
is excludable fromthe recipient beneficiary's gross incone
under section 646, and

"7 (3) the anmpunt (if any) of any distribution during such
year that is deened to have been nmade by the sponsoring Native
Corporation (as defined in section 646(h)(5)).

"7 (d) Sponsoring Native Corporation.--

"7 (1) I'n general.--The electing Settlenent Trust shall, on
or before the date on which the statenent under subsection (a)
is required to be filed, furnish such statement to the
sponsoring Native Corporation (as so defined).

"7 (2) Distributees.--The sponsoring Native Corporation shal
furni sh each recipient of a distribution described in section
646(e)(3) a statement containing the anount deened to have been
distributed to such recipient by such corporation for the
taxabl e year."'"'.

(c) derical Amendnent.--

(1) The table of sections for subpart A of part | of
subchapter J of chapter 1 of such Code is anended by addi ng at
the end the follow ng new item

T Sec. 646. Tax treatnment of electing Alaska Native
Settlement Trusts.''.

(2) The table of sections for subpart A of part II1l of
subchapter A of chapter 61 of subtitle F of such Code is anmended

[[ Page 115 STAT. 148]]

by inserting after the itemrelating to section 6039G the
following newitem
" Sec. 6039H. Information with respect to Al aska Native
Settlement Trusts and sponsoring Native
Corporations."''.



(d) <<NOTE: Applicability. 26 USC 646 note.>> Effective Date.--The
amendnents made by this section shall apply to taxable years ending
after the date of the enactment of this Act and to contributions made to
el ecting Settlenment Trusts for such year or any subsequent year

TI TLE VI I --ALTERNATI VE M NI MUM TAX
SEC. 701. I NCREASE | N ALTERNATI VE M NI MUM TAX EXEMPTI ON

(a) I'n Ceneral.--

(1) Subparagraph (A) of section 55(d)(1) (relating to
exenption anmount for taxpayers other than corporations) is
amended by striking "~ $45,000'"' and inserting "~ $45,000 ($49, 000
in the case of taxable years beginning in 2001, 2002, 2003, and
2004)' " .

(2) Subparagraph (B) of section 55(d)(1) (relating to
exenption anmount for taxpayers other than corporations) is
amended by striking ~~$33,750'' and inserting " $33,750 ($35, 750
in the case of taxable years beginning in 2001, 2002, 2003, and
2004)' " .

(b) Conform ng Anendnents. - -

(1) Paragraph (1) of section 55(d) is amended by striking
“and'' at the end of subparagraph (B), by striking subparagraph
(©, and by inserting after subparagraph (B) the foll ow ng new
subpar agr aphs:

"7 (C) 50 percent of the dollar anobunt applicable
under paragraph (1)(A) in the case of a married
i ndi vidual who files a separate return, and
" (D) $22,500 in the case of an estate or trust.''.
(2) Subparagraph (C) of section 55(d)(3) is amended by
striking "~ paragraph (1)(C'' and inserting "~ subparagraph (C
or (D) of paragraph (1)"''
(3) The last sentence of section 55(d)(3) is anended--
(A) by striking "~ paragraph (1)(C¢(i)'"' and
inserting "~ paragraph (1)(C"''; and
(B) by striking " $165,000 or (ii) $22,500'' and
inserting ~“the m ni mum anmount of such incone (as so
determ ned) for which the exenption amount under
paragraph (1)(C) is zero, or (ii) such exenption anmount
(determ ned without regard to this paragraph)'’

(c) <<NOTE: Applicability. 26 USC 55 note.>> Effective Date.--The
anmendnents nmade by this section shall apply to taxable years begi nning
after Decenmber 31, 2000.

TITLE VII1--OTHER PROVI SI ONS

SEC. 801. <<NOTE: 26 USC 6655 note.>> TIME FOR PAYMENT OF CORPORATE
ESTI MATED TAXES.

Not wi t hst andi ng section 6655 of the Internal Revenue Code of 1986--
(1) 100 percent of the ampunt of any required installnent of
corporate estimted tax which is otherw se due in Septenber 2001
shall not be due until October 1, 2001; and
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(2) 20 percent of the anmpunt of any required install ment of

corporate estimted tax which is otherw se due in Septenber 2004
shall not be due until GCctober 1, 2004.



SEC. 802. EXPANS|I ON OF AUTHORI TY TO POSTPONE CERTAI N TAX- RELATED
DEADLI NES BY REASON OF PRESI DENTI ALLY DECLARED DI SASTER

(a) I'n Ceneral.--Section 7508A(a) (relating to authority to postpone
certain tax-rel ated deadl i nes by reason of presidentially declared
di saster) is anmended by striking 90 days'' and inserting "~ 120 days''
(b) <<NOTE: 26 USC 7508A note.>> Effective Date.--The amendnent
made by this section shall take effect on the date of enactnent of this
Act .

SEC. 803. <<NOTE: 26 USC note prec. 101.>> NO FEDERAL | NCOVE TAX ON
RESTI TUTI ON RECEI VED BY VICTIMs OF THE NAZI REG ME OR THEIR
HEI RS OR ESTATES.

(a) I'n General.--For purposes of the Internal Revenue Code of 1986,
any excludable restitution paynents received by an eligible individua
(or the individual's heirs or estate) and any excludable interest--

(1) shall not be included in gross incone; and

(2) shall not be taken into account for purposes of applying
any provision of such Code which takes into account excludable
i ncome in computing adjusted gross income, including section 86
of such Code (relating to taxation of Social Security benefits).

For purposes of such Code, the basis of any property received by an
eligible individual (or the individual's heirs or estate) as part of an
excl udabl e restitution paynent shall be the fair narket value of such
property as of the tinme of the receipt.

(b) Eligible Individual.--For purposes of this section, the term
““eligible individual'' means a person who was persecuted on the basis
of race, religion, physical or nmental disability, or sexual orientation
by Nazi Germany, any other Axis regine, or any other Nazi-controlled or
Nazi -allied country.

(c) Excludable Restitution Paynent.--For purposes of this section,
the term  “excludable restitution paynent'' means any paynent or
distribution to an individual (or the individual's heirs or estate)
whi ch- -

(1) is payable by reason of the individual's status as an
el igible individual, including any anount payable by any foreign
country, the United States of America, or any other foreign or
donestic entity, or a fund established by any such country or
entity, any anmount payable as a result of a final resolution of
a legal action, and any anmount payabl e under a | aw providing for
paynments or restitution of property;

(2) constitutes the direct or indirect return of, or
conpensati on or reparation for, assets stolen or hidden from or
otherwi se lost to, the individual before, during, or immediately
after World War |l by reason of the individual's status as an
el i gi bl e individual, including any proceeds of insurance under
policies issued on eligible individuals by European insurance
conpani es i medi ately before and during World War [1; or

(3) consists of interest which is payable as part of any
paynment or distribution described in paragraph (1) or (2).

(d) Excludable Interest.--For purposes of this section, the term
““excludable interest'' means any interest earned by--
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(1) escrow accounts or settlenment funds established pursuant
to the settlenment of the action entitled "“In re: Hol ocaust
VictimAssets Litigation,'" (ED.N.Y.) C A No. 96-4849,

(2) funds to benefit eligible individuals or their heirs
created by the International Comr ssion on Hol ocaust |nsurance



Clainms as a result of the Agreenment between the Governnent of
the United States of Anerica and the Governnent of the Federa
Republic of Germany concerning the Foundation °" Remenbrance,
Responsi bility, and Future,'' dated July 17, 2000, or

(3) simlar funds subject to the adm nistration of the
United States courts created to provide excludable restitution
paynments to eligible individuals (or eligible individuals' heirs
or estates).

(e) Effective Date.--
(1) I'n general.--This section shall apply to any anmpunt
received on or after January 1, 2000.
(2) No inference.--Nothing in this Act shall be construed to
create any inference with respect to the proper tax treatnment of
any anount received before January 1, 2000.

TI TLE | X-- COVPLI ANCE W TH CONGRESSI ONAL BUDGET ACT
SEC. 901. SUNSET OF PROVI SIONS OF ACT. <<NOTE: 26 USC 1 note.>>

(a) I'n General.--All provisions of, and amendnments made by, this Act
shal | not apply--
(1) to taxable, plan, or linmtation years beginning after
December 31, 2010, or
(2) in the case of title V, to estates of decedents dying,
gifts made, or generation skipping transfers, after Decenber 31,
2010.

(b) Application of Certain Laws.--The Internal Revenue Code of 1986
and the Enpl oyee Retirement Incone Security Act of 1974 shall be applied
and adm nistered to years, estates, gifts, and transfers described in
subsection (a) as if the provisions and amendnents described in
subsection (a) had never been enacted.

Approved June 7, 2001
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